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Annual Report ‘ 
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Corporate Protile 


The Cape Breton Development Corporation was formed by an Act of Parliament in 1967 and is 
wholly owned by the Government of Canada. Located on Cape Breton Island, Nova Scotia, this 
Crown Corporation is the largest coal producer in Eastern Canada. With approximately 2100 
employees, it also is one of the largest industrial employers in Atlantic Canada. The Corporation 
operates two collieries and fully integrated support facilities for the preparation and distribution of 
coal. Sales are made to Canadian and international markets. Assets at March 31, 1996, totalled 
$260M. Coal sales for 1995/96 were 2.580M tonnes, yielding revenues of $188M. 


Corporate Mission 


lo become a 
protitable coal mining company. 
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Letter to the Minister 


1996-06-24 


Honourable Anne McLellan, P.C., M.P. 
Minister of Natural Resources 

580 Booth Street 

Ottawa, Ontario 

K1A OE4 


Dear Madame Minister: 


On behalf of the Board of Directors, | am pleased to enclose the Financial 
Statements and Auditor’s Report for the Corporation for the fiscal year 
ended March 31, 1996. This annual report is submitted in accordance 
with the provisions of the Financial Administration Act and the Cape Breton 
Development Corporation Act. 


Respectfully, 


( Qn 


Joseph P. Shannon 
Chairman 


Near at auG/ance 


($ in thousands) 1996 1995 
Revenue 188,410 235,361 
Profit from Current Operations 5,678 10,227 
Capital Expenditures 5,811 26,153 
Total Assets 259,502 366,981 
Sales(000’s tonnes) 2,580 3,269 
Saleable Production (000’s tonnes) 2,607 3,116 
Output per Manshift (tonnes) 10.0 10.6 
Employees 2,091 2,203 


Significant Events 


* Five Year Agreement on Contract reached with major customer, Nova Scotia Power Inc. 


* Contracted by Natural Resources Canada, John T. Boyd Company of Pittsburgh, Pennsylvania, U.S.A., 
carried out a comprehensive assessment of the Corporation. 


* Departmental restructuring resulted in the reduction of several senior management positions and decen- 
tralization of corporate activities. 


* Production loss resulting from a major roof condition at Phalen Colliery forced a temporary lay-off of 
approximately 1200 employees for 10 weeks. 


* Federal Government approved a Corporate Plan which includes the reduction of certain operations and 
a permanent workforce reduction of 658 employees over the next five years. 


« Achieved a 53% reduction in lost time accidents. 
« Absenteeism reduced from 16% in 1994/95 to 13% in 1995/96. 


* Grievances and arbitrations reached the lowest level in the Corporation’s history. 


President's Message 


The 1995/96 fiscal year was certainly one of the most challenging in the history of the Corporation. It 
was the first year C.B.D.C. was to operate without funding from the Federal Government. 


Early in the year, the Minister of Natural Resources commissioned John T. Boyd Company, to carry out 
an independent study of the Corporation. The primary objective was to undertake a technical and 
operational assessment and to determine our overall ability to compete with other coal mining compa- 
nies. The findings, released in February, concluded that our mining operations could be commercially 
viable if employment levels are reduced to decrease overall costs and if improvements are made in 
management systems, work policies, labour relations, and the application of new technologies. 


In July ‘the mandate of the Corporation was updated to reflect our current situation. The revised 
mission clearly marks our course “To become a profitable coal mining company.” 


A quantity and price agreement with our major customer, Nova Scotia Power Inc., was concluded in 
September. This agreement will be in effect until January 1, 2000, while the contract runs to 2010. 


A major roof fall at Phalen Colliery in November, resulted in a projected $10M additional cash shortfall 
for the year. In order to offset this, a temporary layoff of 1200 employees, for a 10 week period was 
required. 


The development of an achievable corporate plan was a priority. A Consultative Process was estab- 
lished to provide employees, unions, and the community an opportunity to participate in the develop- 
ment of a Five Year Plan. 


The Corporation has received approval for its Five Year Plan. This Plan calls for the reduction of 
certain operations and a workforce reduction of 658 employees, which includes approximately 400 by 
the Spring of 1996, and the remainder over the following four years. 


It is important to recognize that C.B.D.C. has many positive attributes on which to build - coal reserves 
and assets to allow us to mine the product effectively and efficiently; a five year pricing agreement with 
our largest customer; and a well trained, capable workforce. 


As with any organization in the nineties, we face significant challenges. The major obstacles we must 
» overcome include technical and geological problems associated with Phalen Colliery and the develop- 
ment of a cooperative working relationship with our workforce. 


In closing, | want to express my appreciation to all employees, unions, and the community for their 
support over the past year. | would like to acknowledge the Board of Directors for the strong leadership 
they provided and thank the Honourable Anne McLellan, Minister of Natural Resources, for her con- 
tinuous support during this difficult year. 


Our future holds endless opportunity, provided we work toward a common goal. 


A 


oseph Shannon 
Chairman & Acting President 


Year in Review 


Environment 


One of the Corporation’s long term goals in meeting its environmental responsibilities has been the removal 
and disposal of all PCB materials. Progress in this area was slow due to the unavailability of a suitable 
disposal site. An agreement was finally reached with the Alberta Special Waste Treatment Centre and by 
mid-December, all PCB material was removed from our sites. 


During the past few years, the Corporation constructed Waste Water Treatment Plants for the treatment of 
drainage from waste rock piles. Plants were commissioned at Prince Colliery and the Victoria Junction Coal 
Preparation Plant. 


Construction of a Fines Effluent Dewatering Facility has begun at the V.J. Coal Preparation Plant. This 
facility will remove and treat fine solids from the plant, thereby reducing the impact on the environment. 


C.B.D.C. and Nova Scotia Power Inc. continue to explore the possible utilization of circulating fluidized bed 
(CFB) ash from the Pt. Aconi Generating Station. Engineering studies have been conducted and a commit- 
tee has been organized to pursue alternative partnerships which benefit Prince Colliery and the Pt. Aconi 
facility. 


Human Resources 


At March 31, 1996, our workforce consisted of 2,091 employees - a reduction of approximately 120 com- 
pared to last year’s figures. Eighty-two percent of the reduction was attributed to pensions and severance 
packages; normal attrition accounted for the remainder. 


In late Summer, several support departments within our organization were decentralized to various corpo- 
rate sites. The focus of the realignment was to give our operating departments the responsibility and author- 
ity to carry out business with less bureaucracy in decision making. This change resulted in the elimination of 
several senior management positions. 


As aresult of the Five Year Corporate Plan exercise and the workforce reductions associated with it, a Joint 
Planning Committee comprised of both union and management representatives was formed to develop an 
orderly workforce adjustment strategy. A framework has been developed. This strategy includes both an 
early retirement incentive program and severance packages. 


Collective Agreements expired with the four unions which represent over 90% of our employees. Contract 
resolution will be a priority in the coming year. 


An employee involvement process entitled, “Continuous Quality Improvement,” was introduced in the Fall. 
The objective was to establish union/management groups that would collectively identify problems and 
actively seek solutions. Due to the inability to obtain the level of involvement necessary, the program was 
suspended. However, we remain confident that an alternate program can be established that will generate 
interest and the participation of our workers. 


It is encouraging to note that grievances filed over the year indicated a 39% reduction compared to last year 
and were the lowest in the history of the Corporation. Also encouraging is the fact that only one grievance 
has been arbitrated in the past year. 


Absenteeism and accidents continue to be a major concern. However, results indicate a significant im- 
provement in both areas over the past year with lost time accidents reduced by 53% and absenteeism 
decreased from 16% in 1994/95 to 13.3% in 1995/96. We are pleased to report that 1,046 of our employees 
had perfect/near perfect attendance during the year, which represents approximately 50% of the workforce. 
The Corporation continued its efforts to promote Safe Work Themes and Wellness Programs. Our Occupa- 
tional, Health and Safety Committees play a significant role in improving working conditions and reducing 
absenteeism. 


Training programs continue to provide a means to develop and improve employee skills leading to improved 
productivity and safety. This year the Corporation conducted 234 programs involving 2971 employee days. 
Training will play an integral part in the Corporation’s future as new technology is introduced and manage- 
ment skills are enhanced to deal with the challenges we face. 


During these times of change and corporate downsizing, our Employee Assistance Program continues to 
help our employees cope. The program has proven to be very successful over the past number of years and 
will be essential to meet the demands the future will bring. 


C.B.D.C. continued to provide education assistance to the youth of our communities. Scholarships were 
awarded to five children of fatally injured employees, while thirty bursaries were awarded to the children of 
our workers. In keeping with the Corporation’s commitment to Section 41 of the Official Languages Act, this 
year three of the bursaries were awarded to students pursuing studies in the French language. Total educa- 
tional assistance amounted to $28,000. 


Corporate Communications 


The importance of effective communications has never been more essential. The issues of the past year 
were difficult, and our new Chairman took advantage of every opportunity to keep our employees and the 
public fully aware of the serious problems facing the Corporation. 


Our employee newsletter, information line, and news bulletins continue to serve as the most effective means 
of communicating with our employees and their families. During the coming year, we will concentrate on 
enhancing our communications program, focusing on corporate performance information. 


Community Involvement 


Remaining a responsible corporate citizen is of great importance to C.B.D.C. 


During the year, corporate activities contributed more than $170M to the Cape Breton economy. This en- 
tailed $90M in wages and benefits; $46M in pensions; $2M in grants in lieu of taxes; and approximately 


$55M in goods and services involving Nova Scotia suppliers, of which $32M involved Cape Breton suppli- 
ers. 


As in past years, the Corporation continues to support organizations such as Junior Achievement, New 
Waterford Coal Bowl, and the Men of the Deeps. Representation in community based organizations such 


as the Industrial Cape Breton Board of Trade, Miner’s Museum, and the University College of Cape Breton 
Board of Governors remain a priority. 


During the Fall, the Corporation participated in National Mining Week. A display was set-up at a local 


shopping mall, providing the public an opportunity to view exhibits and meet with employees who work in the 
mining environment. 


Our employees remain committed to participating in various community fund raising events. In September 
several employees volunteered their time and energy to host a “Tonnes of Talent” concert in conjunction with 
the United Way of Cape Breton. Over $3,000 was raised to kick-off the 1995 campaign. In total, employees 
contributed $40,110 to the campaign. Our employees also generously supported the Labatt’s 24 Hour 
Relay and the local Christmas Daddies Telethon. 


Operational Overview 


Production at Phalen Colliery totalled 1.320 million tonnes, nearly 1.1 million tonnes less than budget. A 
severe weighting problem on 7 East Wall in November resulted in a major roof fall and contributed signifi- 
cantly to the production shortfall. Rehabilitation has been difficult; however, it is expected that production will 
resume on this Wall by late Spring. Production on 2 East Wall began during the fourth quarter, and at year’s 
end had produced nearly 200,000 tonnes. 


Development driveage improved during the Fall; however, the suspension of development work during the 
forced ten week temporary lay-off in the fourth quarter resulted in a major shortfall. The budgeted advance 
was 9,667 meters, while the actual driveage was 2,900 meters. 


In addition to our on-going process of evaluating future coal reserves at Phalen, a special exploratory drilling 
program was carried out on 3 Slope enabling us to locate the problematic sandstone with greater certainty. 
This testing will be essential to future mine design. 


As recommended in the Boyd Study, a plan is underway to design, test, and obtain approval for multiple 
entry on 9 East Bottom and 10 Top Level at this Colliery. 


Prince Colliery produced in excess of 1.3 million tonnes attaining 94% of their forecast tonnage. Develop- 
ment, however, was 2,700 meters less than budget, largely due to the suspension of activity in the fourth 
quarter. 


As with other facets of the Corporation, the upcoming year will be a period of transition at this Colliery. The 
current operating longwall is scheduled for completion in September and is expected to produce approxi- 
mately 688,000 tonnes. The remainder of the year will be spent preparing 15 West for production in April, 
1997. 


Plans are also underway to assess the merits of introducing selective mining methods at Prince which could 
improve coal quality. In addition, a decision is forthcoming regarding changing the configuration of mining to 
a north/south direction which could significantly enhance the life and viability of the Colliery. 


A marine seismic survey was conducted over the Northwestern area of Prince Colliery in July, 1995. The 
data collected will be integrated with data from previous geographical surveys and will be utilized in mine 
planning and assessing seafloor subsidence. 


The Corporation has continued to maintain its relationship with the Canada Centre for Mineral and Energy 
Technology (CANMET). Projects include convergence on level roadways, air analysis, and geological stud- 
ies. In 1996/97 work on respirable dust samples will be undertaken. 


Sales for 1995/96 amounted to 2.580 million tonnes, 689,000 tonnes less than the previous year. 


The Corporation’s largest customer, Nova Scotia Power Inc., accepted delivery of 2.4 million tonnes, an 
increase of 32,000 tonnes compared to last year. Export shipments were 135,000 tonnes, with a further 
commitment of 264,000 tonnes to be fulfilled as the required product becomes available. While continuing 
to explore new market opportunities, the Corporation is also committed to quality improvement to meet 
environmental guidelines and market demands. 


Low raw coal inventories resulted in significant down-time for the Victoria Junction Coal Preparation Plant 
(V.J.C.P.P.) and International Coal Pier and reduced manpower levels in rail transportation. 


The yield from the V.J.C.P.P. was higher than forecast due to a number of improvements to the coarse and 
fine coal processing circuits. The installation of an on-line analyzer, which began in 1994, was completed in 
1995. 


Vessel loadings at the International Coal Pier were below forecast. Utilization of the Pier is presently de- 
pendant on production volumes from Phalen; however, the Corporation is pursuing opportunities to have 
unrelated products shipped via the facility. 


For the second consecutive year, Central Shops successfully completed a roof support rebuild for Prince 
Colliery, along with equipment rebuilds for the walls at both Collieries. 
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Financial Reporting 


Management Responsibility for Financial Reporting 


The accompanying financial statements of the Cape Breton Development Corporation and all infor- 
mation in this report are the responsibility of management and have been approved by the Board of 
Directors. The financial statements include some amounts that are necessarily based on manage- 
ment’s best estimates and judgement. 


The financial statements have been prepared by management in accordance with generally ac- 
cepted accounting principles. Financial information presented elsewhere in the annual report is 
consistent with that contained in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, manage- 
ment maintains financial and management control systems and practices designed to provide rea- 
sonable assurance that transactions are authorized, assets are safeguarded and proper records are 
maintained in accordance with the Financial Administration Act and regulations as well as the Cape 
Breton Development Corporation Act and by-laws of the Corporation. The system of internal con- 
trols is augmented by Internal Audit which conducts periodic reviews of different aspects of the 
Corporation’s operations. In addition, the internal and external auditors have ready access to the 
Audit Committee of the Board, which oversees management's responsibilities for maintaining ad- 
equate control systems and the quality of financial reporting. 


These financial statements have been independently examined by the Corporation’s auditor, the 
Auditor General of Canada, and his report is included herein. 


eee 


seph P. Shannon M.D. Buchanan, CA 
Chairman and Acting President Vice-President Finance 


Audit Committee Report 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. In 
order to carry out this responsibility, the Committee, composed entirely of directors independent of 
management, meets at least twice a year to review the Corporation’s financial statements and rec- 
ommend their approval to the Board of Directors. The Audit Committee also reviews any reports 
prepared by the Corporation’s internal and external auditors relating to its accounting policies and 
procedures, as well as its internal controls. The Committee meets independently with management, 
internal auditor and external auditors to review the involvement of each in the financial reporting 


process. These meetings are designed to facilitate any private communication with the Committee 
desired by each party. 


TH /MR 
Joseph M. MacMullen, FCA 
hairman of the Audit Committee 
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Auditor's Report and Financial Statements 


MARCH 31, 1996 


Auditor's Report 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


To the Minister of Natural Resources 


| have audited the balance sheet of Cape Breton Development Corporation as at March 31, 
1996 and the statements of operations, equity and changes in financial position for the year 
then ended. These financial statements are the responsibility of the Corporation’s manage- 
ment. My responsibility is to express an opinion on these financial statements based on my 
audit. 


| conducted my audit in accordance with generally accepted auditing standards. Those stan- 
dards require that | plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit 
also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 1996 and the results of its operations and the 
changes in its financial position for the year then ended in accordance with generally accepted 
accounting principles. As required by the Financial Administration Act, | report that, in my 
opinion, these principles have been applied on a basis consistent with that of the preceding 
year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during 
my audit of the financial statements have, in all significant respects, been in accordance with 
.Part X of the Financial Administration Act and regulations, the Cape Breton Development Cor- 
poration Act and the by-laws of the Corporation. 


Pee cene 


Wm. F. Radburn, FCA 
Assistant Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
May 17, 1996 


12 


Statement of Operations 


YEAR ENDED MARCH 31, 1996 
(in thousands of dollars) 


1996 
Revenue $ 188.410 
Expenses 
Cost of product sold 131,353 
External freight 5,171 
General and administrative 11,544 
Amortization 34.664 
182,732 
Profit from current operations 5.678 
Deduct 
Pensions and early retirements 29,761 
Provision for environmental projects 15,851 
Provision for corporate restructuring (Note 4) 84,492 
Write-down of capital assets (Note 5) 82,659 
212.763 
Loss before taxes (207,085) 
Large corporations tax 310 
Loss for the year 207,395 
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$ 235,361 


161,681 
9,978 
14,033 
39,442 


225,134 


10,227 


Statement of Equity 


YEAR ENDED MARCH 31, 1996 
(in thousands of dollars) 


1996 1995 
Balance, beginning of the year $ 272,406 $ 267,689 
Add (deduct) 
Loss for the year (207,395) (20,713) 
Parliamentary appropriations in 
respect of capital expenditures : 25,430 
Balance, end of the year $ 65.011 $ 272,406 
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Balance Sheet 


AS AT MARCH 31, 1996 
(in thousands of dollars) 


1996 
ASSETS 
Current : 
Cash $ 8,973 
Accounts receivable 24,898 
Inventories 
Coal 11,732 
Operating materials and supplies 9,484 
Prepaid expenses 146 
55,233 
Capital assets (Note 5) 158,362 
Other asset 
Deferred pension costs (Note 6) 45,907 
259.502 
LIABILITIES 
Current 
Accounts payable and accrued liabilities $ 30,321 
Large corporations tax payable 3,536 
Employees’ deductions 2,098 
Due to Government of Canada 
Working capital advances (Note 13) 15,000 
Current portion of long term provisions (Note 7) 18,597 
69,552 
Provision for early retirements and restructuring (Note 8) 104,087 
Provision for environmental projects 20.852 
194,491 
EQUITY 
Equity of Canada _ 65,011 
259,502 


Going concern (Note 3) 
Contingent liabilities (Note 10) 


Approved on behalf of the Board 


Director 
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$ 10,109 
24,596 


10/959 
12,908 
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58,823 
269,874 


38,284 


366,981 


$ 30,109 
3,226 
3,063 
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94,575 


272.406 


$366,981 


Director 


Statement of Changes in Financial Position 


YEAR ENDED MARCH 31, 1996 
(in thousands of dollars) 


Net inflow (outflow) of cash related to 
the following activities : 


Operating 

Loss for the year 

Items not affecting cash 
Amortization of capital assets 
Capital asset write-downs 
Provision for early retirements 
Provision for environmental projects 
Provision for corporate restructuring 
Changes in non-cash operating working capital items 


Payments for early retirements 
Payments for environmental projects 


Financing 
Increase in working capital advances 
Payments by Canada in respect of capital expenditures 


Investing 
Purchase of capital assets 
Proceeds from sale of capital assets 
Deferred pension costs 


Net inflow (outflow) of cash 


Cash, beginning of year 


Cash, end of year 
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$ (207,395) 


(8,497) 
(208) 


2,29 


10,000 


10.000 
(5,811) 
(7.623) 

(13.434) 


(1,136) 


10,109 


8,97 


1995 


$ (20,713) 
39,442 
4,206 

318 
1,797 
25,050 


(8,410) 
(1,118) 
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25.430 
25.430 
(26,452) 
299 
(13,735) 
(39,888) 
1,064 


9,045 


$ 10,109 


Notes to Financial Statements 


YEAR ENDED MARCH 31, 1996 


1. AUTHORITY AND OBJECTIVES 
The Corporation was established in 1967 for the purpose of reorganizing and rehabilitating the coal 
industry on Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. Its 
current corporate goal is to become a profitable coal mining company. 
The Corporation, an agent of Her Majesty, is listed as a Schedule III, Part 1, corporation for purposes 
of the Financial Administration Act. The Corporation has received Parliamentary appropriations in 
prior years for capital and operating expenditures. The Governor in Council has approved a Corpo- 
rate Plan for the period 1996/97 to 2000/01 that includes provision for additional funding support for 
such expenditures, which must be repaid on a schedule to be determined. 
Advances from the Government of Canada are also provided for working capital purposes to a limit 
of $50 million on such terms as may be agreed upon, as provided for in the Cape Breton Develop- 
ment Corporation Act. 


The Corporation is subject to provisions of the Income Tax Act. 


2. ACCOUNTING POLICIES 
a) Parliamentary Appropriations 
Parliamentary appropriations are reflected in the Statement of Equity. 
b) Inventories 
Inventories are valued at the lower of cost and net realizable value. 
Cc) Capital Assets 
Capital assets are stated at lower of cost or estimated net recoverable amount. The Corpora- 


tion has provided amortization on its capital assets based on their estimated useful lives, 
using the straight-line method of calculation, as follows: 


Prince Colliery 2-20 years 
Phalen Colliery 2-20 years 
Devco Railway 5-20 years 
Coal Preparation Plant 5-20 years 
Other assets 5-20 years 


d) Foreign Currency Translation 


Monetary assets and liabilities are translated at exchange rates in effect at the balance sheet 
date. Revenue and expenses are translated at the rate of exchange prevailing on the trans- 
action date. The resulting foreign currency gains and losses are included in the results of 
operations. 
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Notes to Financial Statements 


YEAR ENDED MARCH 31, 1996 


2. ACCOUNTING POLICIES - CONT’D 
e) Deferred Pension Costs 


Deferred pension costs will be amortized over the estimated average remaining service life of 
the employees. 


f) Workers’ Compensation 


Workers’ compensation costs are recorded on a pay-as-you-go basis when claimants’ eligibil- 
ity for benefits is determined by the Nova Scotia Workers’ Compensation Board. 


g) Development 


Development costs incurred during commercial production are expensed immediately. De- 
velopment costs incurred prior to commercial production are capitalized and amortized over 
the estimated useful life of the related asset. 


h) Provision for Environmental Projects 


Provision for environmental projects includes costs for decommissioning, reclamation and 
mine drainage for sites currently and previously operated by the Corporation. These costs 
are recognized when they can be reasonably estimated and are charged to operations if no 
future economic benefits are expected. 


3. GOING CONCERN 


These financial statements have been prepared on the basis of accounting principles applicable to 
a “going concern”, which assume that the Corporation will continue in operation for the foreseeable 
future and will be able to realize its assets and discharge its liabilities in the normal course of opera- 
tions. 


The Corporation has a mandate to achieve commercial viability, although in the past it has received 
annual financial support from the Government of Canada. The Governor in Council approved the 
Corporation’s Corporate Plan for the five year period from 1996/97 to 2000/01. This plan identifies 
a funding requirement of $80 million in the initial three years of the planning period. The plan 
projects profits and cash surpluses in the final two years of the planning period. All funding ad- 


vanced in relation to this corporate plan will bear interest and must be fully repaid on a schedule to 
be determined. 


The Corporation has experienced significant geological problems with the Phalen Colliery including 
roof collapses, rock/gas outbursts and uncertainty regarding economic recovery of the coal reserve. 
Management is undertaking actions to address these issues that will affect the future operations of 
the Corporation. The most recent problem occurred in November, 1995 at which time a serious roof 
collapse occurred on the production wail, 7 East. This significantly reduced production levels for the 


1995/96 fiscal year; however, the wall is scheduled to resume production during the first quarter of 
1996/97. 
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Notes to Financial Statements 


YEAR ENDED MARCH 31, 1996 


3. GOING CONCERN - CONT’D 


The Corporation’s continuation as a “going concern” is dependent on future profitable operations 
and on the financial support of the Government of Canada to meet certain obligations and commit- 
ments as they come due. These financial statements do not include any adjustments to the amounts 
and classification of assets and liabilities that might be necessary should the Corporation be unable 
to continue as a “going concern’. 


4. PROVISION FOR CORPORATE RESTRUCTURING 


During the year, management developed a Corporate Plan which identified a requirement for signifi- 
cant corporate restructuring in order to achieve its corporate goal. The Corporate Plan has received 
formal approval from the Government of Canada. The plan includes the reduction of certain opera- 
tions and a workforce reduction of 658 employees over the next five years. 


Provision has therefore been made in these financial statements for the estimated future costs 
associated with standby maintenance and write down of materials inventory for certain operations 
that are not expected to have future economic benefits ($14,500,000) and human resource strategy 
costs associated with planned workforce reductions ($55,000,000). The provision for human re- 
source strategy costs includes early retirement incentives, severance allowances, as well as educa- 
tion and relocation allowances. 


Provision has also been made in the amount of $14,992,000 for the future obligations of certain 
early retirement incentives dating from the 1980’s and earlier. The costs of these programs had 
previously been accounted for on a “pay-as-you-go” basis. 


5; CAPITAL ASSETS (in thousands of dollars) 
Adjusted Accumulated Net Book Value 

Cost Base Amortization 1996 1995 
Prince Colliery $ 152,397 $ 127,057 $ 25,340 S$. 50;535 
Phalen Colliery 274,403 166,672 107,731 126,807 

Donkin-Morien 
Development Project 80,679 80,679 - > 
Coal Preparation Plant 110,972 110,972 - 34,086 
Devco Railway 98,918 78,521 20,397 46,168 
Other assets 65,907 61,013 4,894 12,278 
$ 783,276 624,914 158,362 269,874 


Capital assets have been written down by $82,659,000 to their estimated net recoverable amount 
reflecting corporate restructuring required to meet the corporate mandate and related marketing 
strategies. Prince Colliery assets have been written down by $20,818,000; coal preparation, trans- 
portation and other assets have been reduced by $61,841,000. 
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Notes to Financial Statements 
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5. CAPITAL ASSETS - CONT’D 


Valuation of the remaining assets, particularly the Phalen Colliery, is dependent on the Corporation's 
ability to overcome the problems identified in Note 3. 


6. PENSIONS 


The Corporation contributes to defined benefit pension plans on behalf of employees of the Corpo- 
ration. The current service cost of pensions is included in the cost of product sold. All other pension 
costs are included in pensions and early retirement costs. 


An actuarial valuation of the Corporation’s Non-Contributory Pension Plan as at March 31, 1996 
indicated an unfunded liability of $36,079,000 (assets of $216,913,000 and liabilities of $252,992,000). 
The Corporation has made provision in its annual operating plan for past and current service contri- 
butions in amounts at least equal to the anticipated pension payments under this plan. On this 
basis, the unfunded liability will be funded over a period of not more than three years. The Corpora- 
tion contributed $21,587,000 (1995 - $26,325,000) and expensed $13,964,000 (1995 - $12,590,000), 
relative to this plan for the year ended March 31, 1996 with the difference appearing on the balance 
sheet as an addition to deferred pension costs. 


An actuarial valuation of the Corporation’s Contributory Pension Plan as at March 31, 1996, indi- 
cated a surplus of $7,326,000 (assets of $48,859,000 and liabilities of $41,533,000). Required 
Corporation payments and expenses approximated current service costs of $752,600 (1995 - 
$697,400) relative to this plan for the year ended March 31, 1996. 


The valuations of the pension plans are based on the assumption that the human resource strategy 
which forms part of the corporate restructuring will not significantly affect the average age and retire- 
ment profile of the workforce. Furthermore, it is forecast that there will be no material effect on plan 
participation levels from the planned workforce reductions. 


% CURRENT PORTION OF LONG TERM PROVISIONS (in thousands of dollars) 


1996 1995 

Early retirements and restructuring $ 16,455 $ 6,928 
Environmental projects 2,142 1,560 
18,597 $_ 8,488 
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PROVISION FOR EARLY RETIREMENTS AND RESTRUCTURING (in thousands of dollars) 


The balance in this account at year end consists of the following provisions: 


1996 1995 

Lingan Colliery closure $ 38,050 $ 45,826 
Early retirement incentives (Pre-Lingan closure) 14,992 - 
Human resource strategy (1996) 55,000 - 
Standby maintenance 12,500 - 
120,542 45,826 

Less: Current portion 16,455 6,928 
$ 104.087 $ 38,898 


COMMITMENTS 


a) 


b) 


The Corporation has commitments on capital projects of approximately $2.2 million for expen- 
ditures during 1996/97. 


The Corporation leases the General Mining Building which houses its administrative offices. 
The lease is for a 20 year period which commenced June, 1984. The annual lease payments 
fluctuate with changes in the lessor’s mortgage interest rates. Current lease payments are 
$1,203,000 per annum at an interest rate of 8%. 


The Corporation has outstanding export sales contracts totalling $10,700,000 (U.S. dollars) at 
March 31, 1996. 


CONTINGENT LIABILITIES 


a) 


Legal Matters 
The Corporation is subject to several claims related to disputed contracts and other matters. 


One amount claimed is approximately $1.2 million and the amount of a second claim has not 
been determined at this time. The Corporation intends to oppose these matters in their en- 


tirety. 
Insurance 


The Corporation self insures against the potential loss of underground assets and for a portion 
of its liability insurance. 
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10. 


11. 


12. 


CONTINGENT LIABILITIES - CONT’D 
C) Environmental Considerations 


The Corporation, in the course of its operations, is subject to environmental liabilities and con- 
tingencies. Accruals are made as liabilities are incurred and where such liabilities can be 
reasonably estimated. The Corporation believes its current operations and plans comply in all 
material respects with applicable laws and regulations. However, environmental related activi- 
ties beyond those provided for in these financial statements may be required in the future but 
cannot be reasonably determined at this time. 


d) Workers’ Compensation 


In accordance with the Government Employees’ Compensation Act, the Corporation reimburses 
Human Resources Development Canada for current payments of workers’ compensation claims 
(1996 - $4,200,000) and periodic disability payments (1996 - $12,400,000) billed by the Work- 
ers’ Compensation Board of the Province of Nova Scotia. 


An actuarial study of workers’ compensation awarded as at December 31, 1992 by the Nova 
Scotia Workers’ Compensation Board against the Government of Canada, on behalf of the 
employees and former employees of the Corporation, has estimated a present value of ap- 
proximately $150 million compensation payable in future years of Government Employees 
Compensation Act authority. There have been significant changes to workers’ compensation 
legislation that may affect this valuation and it is anticipated that these changes will be re- 
flected in a future actuarial study. 


INCOME TAXES 


The Corporation has loss carry-forwards for income tax purposes which have not been recognized in 
these financial statements as such losses have no realizable value to the Corporation. 


During 1990 the Corporation was reassessed by Revenue Canada Taxation for the years 1983-1989. 
The reassessment treats funding provided by the Government of Canada as government assistance 
for operating and capital purposes. The Corporation opposes Revenue Canada’s position that appro- 
priations to the Corporation are taxable as income from a business or property and that they other- 
wise reduce the capital cost of the Corporation’s property. 


The outcome of these and related matters is not determinable at this time and therefore no adjust- 
ments have been reflected in these financial statements. 


LONG TERM AGREEMENT 


The Corporation has signed an agreement with the Nova Scotia Power Inc. (NSPI) which calls for the 
delivery of a substantial portion of the Corporation’s coal production to NSPI. The agreement expires 
in the year 2010 with a requirement to renegotiate quantities, tolerance on quantities and prices every 


five years. Terms on these items were recently renegotiated covering the period April 1, 1995 to 
December 31, 1999. 
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13. 


14. 


LONG TERM AGREEMENT - CONT’D 


The parties’ performance of this agreement in accordance with its terms is necessary to the future 
operations of the Cape Breton Development Corporation and the fulfilment of its Corporate Plan. 


RELATED PARTY TRANSACTIONS 


In addition to those related party transactions disclosed elsewhere in these financial statements, the 
Corporation is related in terms of common ownership to all Government of Canada created depart- 
ments, agencies and Crown corporations. The Corporation enters into transactions with these enti- 
ties in the normal course of business. 


The Chairman and Acting President of the Corporation has ownership interest in companies which 
operate in the Atlantic Provinces. Some of these companies have business dealings with the Corpo- 
ration, particularly in connection with the transportation of coal. The Corporation enters into 

these transactions in the normal course of business, with the necessary approval and disclosures 
which exclude the participation of the Chairman and Acting President. 


Working capital advances are provided to the Corporation by the Government of Canada based on 
current rates set by the Bank of Canada and are repayable within one year. 
COMPARATIVE FIGURES 


Certain of the comparative figures in these financial statements have been restated to conform with 
the current presentation. 
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Board of Directors 


Joseph P. Shannon (Chairman) 
Port Hawkesbury, N.S. 


Allan J. Macintyre 
Ottawa, Ontario 


Allister A. MacKenzie 
Marion Bridge, N.S. 


Joseph M. MacMullen 
Halifax, Nova Scotia 


James D. MacLellan 
Glace Bay, N.S. 


Ronald R. Sully 
Ottawa, Ontario 


Committees of the Board 
Audit 

Environment 

Pension Fund Investment 
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Officers 


Joseph P. Shannon 
Acting President 


Merrill D. Buchanan 
Vice President, Finance 


Robert G. Cooper 
General Manager 
Phalen Colliery 


T. Fredrick Howard 
General Manager 
Prince Colliery 


Allan J. McNeil 
General Manager 
Surface Operations 


James D. Martin 
General Manager 
Central Shops 


Office 


The Corporation’s headquarters are in 
the General Mining building, 96 Union 
Street, Glace Bay, Nova Scotia. 


Mailing Address: 
P.O. Box 2500 
Sydney, Nova Scotia 
B1P 6kK9 


Telephone: 902-842-2325 
Fax: 902-842-2589 
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The Corporation’s head- 
quarters are in the General 
Mining Building, 95 Union 
Street, Glace Bay, Nova 
Scotia. 


Mailing Address: 
P.O. Box 2500 
Sydney, Nova Scotia 
BiP 6K9 


Telephone: 
902-842-2325 
Fax: 
902-842-2589 


Front Cover 


T-L - Barry Jackson and Jim 
Mugford - 7 East Wall, Phalen 
T-R - Dispatcher Greg 
MacVarish, Rail Centre 

B-R - Clint Lettice - 15 West 
Wallface - Prince Colliery 

B-L - Adrian MacKinnon, Lab 
Technician, Quality Control 


Corporate Profile 


The Cape Breton Development Corporation was formed by 
an Act of Parliament in 1967 and is wholly owned by the 
Government of Canada. Located on Cape Breton Island, 
Nova Scotia, this Crown corporation is the largest coal 
oroducer in Eastern Canada. With approximately 1900 
employees, it also is one of the largest industrial employers 
in Atlantic Canada. The Corporation operates two collieries 
and fully integrated support facilities for the preparation and 
distribution of coal to Canadian and international markets. 
Assets at March 31, 1997, totalled $253M. Coal sales for 
1996/97 were 2.4M tonnes, yielding revenues of $167M. 


& Printed on recycled paper 


Board of Directors Letter to the Minister 


Joseph P. Shannon (Chairman) 
Port Hawkesbury, Nova Scotia 


Allan J. Macintyre 
Ottawa, Ontario 


Allister A. MacKenzie 
Marion Bridge, Nova Scotia 1997-06-26 
(Term Expired - Feb./97) 


James D. MacLellan Honourable Ralph Goodale, M.P. 
Glace Bay, Nova Scotia Minister of Natural Resources 
580 Booth Street 
Joseph M. MacMullen Ottawa, Ontario 
Halifax, Nova Scotia K1A 0E4 
Ronald R. Sully 
Ottawa, Ontario 
(Resigned Jan. 15/97) Dear Mr. Minister: 
George R. White On behalf of the Board of Directors, | am pleased 
Sydney Mines, Nova Scotia to enclose the Financial Statements and Auditor’s 


Report for the Corporation for the fiscal year ended 
March 31, 1997. This annual report is submitted 


; in accordance with the provisions of the Financial 
Committees of the Administration Act and the Cape Breton 
Bo a rd Development Corporation Act. 


Respectfully, 
Audit Ey eee 


Environment 
Pension Fund Investment Pte oe 


Joseph P. Shannon 
Chairman 


Officers 


George R. White 
President & C.E.O. 


Merrill D. Buchanan : 1 \ 
Vice President, Finance i=}] 
& Corporate Secretary || 


Building for our Future 


Year at a Glance 


For the Record 


Established record sales for calendar year 
1996 to Nova Scotia Power Inc. (N.S.P.1I.). 


Accident frequency for the year (number of 
lost time accidents for every 200,000 hours 
worked) decreased 40% from 1995/96 to a 
record low of 12. 


For the first time in the history of the 
Corporation, Contract Agreements were 
established with bargaining units (4) without 
the assistance of an outside conciliator. 


Our 1996/97 grievances and arbitration 
statistics were lowest in the Corporation’s 
history. 


In the fall of 1996, what is believed to be 


the longest endless haulage system in the 
world was commissioned at Prince Colliery. 


$’s in thousands 


Revenue 

Profit from Current Operations 
Capital Expenditures 

Total Assets 


Sales (000’s tonnes) 
Saleable Production (000’s tonnes) 


Output per Manshift (tonnes) 
Employees 


$167,299 


$252,560 


Significant Events 


George R. White was appointed President 
and C.E.O., effective April 9, 1996. 


Prince Colliery adopted North/South mine 
plan. 


Production shortfall due to unexpected 
operational difficulties at Phalen Colliery and 
low inventory levels resulted in import of U.S. 
coal for N.S.P.I. 


Senate Committee appointed to review 
Operations conducted two rounds of 
hearings and visited local area to travel 
underground. 


First year of Corporate Plan, which was 
announced in May 1996, completed within 
planned fiscal provision. 


1997 1996 
$188,410 

3,468 5,678 
8,147 eyed) 
$259,502 

2,414 2,580 
2,437 2,607 
8.9 10.0 
1,894 2,09) 


President's Message 


This report coincides with my first anniversary as President and C.E.O. Our company is stronger 
than it was one year ago as we continue to gain confidence in our work. Our coal reserves, 
corporate assets, our contracts with customers, and our well-trained, capable workforce are 
being built upon. We have completed our fourth quarter with good results and we intend to carry 
on that effort next year and into the future. One thing is certain, our company is operating in a 
highly competitive environment where quality of product, availability of supply, and price are 
factors which are very important to our customers. More than anything, our ability to be competitive 
in the market place will define our future success. 


| am pleased to report that in fiscal year 1996/97 the Cape Breton Development Corporation has 
made considerable progress toward the achievement of its five year plan. For the 1996 calendar 
year the Corporation had record sales of over 2.8 million tonnes to its major customer, Nova 
Scotia Power Inc. Total revenue for the fiscal year was $167M. 


Despite some difficult operating conditions during the first three quarters, the Corporation 
completed the year with 94% of its planned saleable production. These results, and the subsequent 
improvement in morale and workplace standards, augur well for our success in the coming year. 


The safety and health of our employees remains a top priority for our company. 1996/97 was an 
exceptional year for us in this regard. Our safety results improved by more than 40% this year. 
This was reflected in an attendance improvement of 10%. Clearly, we are committed to maintaining 
this level of improvement in the future. 


Quarterly reports were published during the year indicating our performance against the Corporate 
Plan and, on a number of occasions, meetings were held with employees and members of the 
community to discuss results and our plans for the future. | am extremely pleased with the response 
from all stakeholders. 


This year, through the efforts of our employees, their unions’ representatives, and management, 
contract agreements were signed with all four unions without the assistance of an outside 
conciliator - the first time in the Corporation’s history. 


During the year, we have mapped out our “Beyond 2000” plan which outlines the improvements 
in productivity, marketing, human resources, quality, and cost reduction which we feel will be 
necessary to assure our success in the future. 


Sincere appreciation to all employees, unions and community for their help and support over the 
year. Strong leadership by our Chairman and our Board, and stalwart support from The Honourable 
Anne McLellan (previous Minister of Natural Resources) have combined to position us for a 
great year coming up. 


George R. White 
President and C.E.O. 


Report on Operations 


Focus & Commitment 


With the millennium just a few short years away, the need to be competitive in the world 
marketplace will challenge our ability to improve productivity and reduce costs. While our 5 
Year Corporate Plan provides us with operational 
guidelines for the next number of years, there 
remains a need to develop a strategic approach 
to meeting these guidelines. 


In the fall a Quality Management Program was 
introduced to promote continuous improvement 
and commitment to quality in all facets of our 
organization. A consulting firm was engaged to 
oversee a review of our approach to managing 
our operations and to assist in developing a new business strategy which will position the 
Corporation to be a contender in the world market place. The process began in November 
when members of the Senior Management Group participated in a two day strategic planning 
session. As a result, scoping teams were formed to identify improvement initiatives resulting 
in a strategic plan entitled, “Beyond 2000.” This plan outlines the changes necessary for the 
Corporation to achieve its goals. At year’s end, teams consisting of a cross-section of 
employees were formed to work together on specific improvement initiatives. 


This process is a challenging and demanding task for all participants. It has already, however, 
confirmed that we have both the human and technical resources to revitalize our organization 
to meet future demands and challenges. 


Human Resources 


The Corporation’s workforce decreased by 197 employees since last year, bringing our 
employment level to 1894 employees as of March 31,1997. Early retirements accounted for 
98% of the workforce reduction, while severances, compassionate pensions, and lay-offs 
comprised the remainder. These reductions are consistent with the Corporation’s overall 
manpower rationalization strategy. 


During the year, the Corporation signed Collective Agreements with its four bargaining units. 
Several other areas within the Human Resources section also met with success. 


¢ 1996/97 grievance and arbitration statistics were the lowest in the history of the Corporation. 


e We have renewed our focus on our 


employees by reviewing work assignments 
and considering employees first as opposed Accident Frequency Rate (1992 - 1997) 
to awarding work outside the Corporation. based on 200,000 manhours 


40 
¢ Forthe second consecutive year, we realized 


improvements tn reducing lost time accidents 
and absenteeism. Absenteeism was 11.6%, 30 
more than two percentage points lower than 
the average for the previous five years and 
well below historical levels. It is important to 
note that 891 of our employees recorded 
perfect/near perfect attendance. Lost time 10 
accidents decreased 40% compared to last 
year and the number of lost time accidents 
for every 200,000 hours worked was 12, 
compared to 19 in 1995/96. We continue to 
be very active with programs that provide for a gradual return to the workplace for injured 
employees. This program is carried out with support from the Workers’ Compensation 
Board of Nova Scotia and has proven beneficial to both the injured employee and the 
Corporation. 
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¢ We recognize the benefits training can bring to employees and our operations. This year, 
184 training programs were conducted resulting in 5,806 employee days, which represents 
an increase of almost 95% compared to last year. 


e Educational support for youth continues to be a significant consideration. This year, the 
Corporation awarded bursaries to thirty students. Three of the bursaries were given to 
students pursuing studies in the French Language and represent the Corporation's 
commitment to Section 41 of the Official Languages Act. In addition, scholarships were 
awarded to eight children of fatally injured employees. Our total contribution to these 
programs was in excess of $30,000. 


We are proud of these peers as eve demonstrate teamwork and commitment to 
progress throughout our company. 


Environment 


We believe it is important that not only are we an environmentally responsible entity, but that 
all stakeholders recognize us as such. 


To assist in achieving our goal we are pleased to report that work has begun on the development 
of an Environmental Management System. The proposed system will be modeled after the 
recent guidelines prepared by the International Organization for Standardization referred to as 
the ISO 14000 Series. The system, once implemented, will address issues such as 
organizational structure, planning activities, and practices/resources necessary to implement 
and maintain environmental policies. 


We continue to work actively with community groups and applicable agencies in developing 
action plans to deal with a variety of environmental issues. The most significant projects 
included: 


e Edwards Pond Restoration - This site enhancement project received community acceptance 
in October, 1996. The scope of the project included capping a portion of the lagoon 
which had been affected by drainage from abandoned mine workings. The project will 
transform the area into a greenbelt zone, greatly enhancing its recreational appeal. 


e Tailings Basin Closure - This project involves the reprofiling of the tailings deposit, which 
is located near the Victoria Junction Coal Preparation Plant, so it can be flooded to a 
minimum depth of 1 meter of water to prevent oxidation and acid generation. The project, 
which was developed in consultation with a local Public Monitoring Committee is expected 
to commence in 1997/98. 


e Lime Residue Disposal - The Corporation currently has two active wastewater treatment 
plants (Prince Colliery and Victoria Junction Coal Preparation Plant). These plants produce 
about 50,000 cubic meters of low density metal hydroxide precipitate (lime residue) per 
annum. A nearby abandoned underground mine site has been identified as the most 

_ acceptable area for disposal of residue. The disposal concept is supported by the 
appropriate environmental regulatory agencies. In addition, a series of Public Information 
Sessions are currently underway with residents in the area of the abandoned workings 
and we are hopeful this project will proceed by summer/fall, 1997. 


Communications 


Events of the past year emphasized the importance of effective internal and external 
communications as we prepared for the first year of our 1996/97 - 2000/01 Corporate Plan. 
This plan had been developed via a Consultative Process, which included employees and 
various groups of community leaders. Details of the plan were provided to stakeholders at 
sessions hosted by the Chairman of the Board of Directors. As suggested in the Consultative 
Process, a Quarterly Reporting Program was implemented. Quarterly results, once assessed 
by an independent consultant firm, are released to interested stakeholders. Meetings with the 
Consultative Process members have been held on a regular basis. 


The process of developing a new business strategy has also been a major undertaking for the 
Corporation. It is critical that each employee is clearly aware of the strategy and its progress. 
This process will also have a profound effect on the communities in which we live, and every 
effort is made to ensure stakeholders are apprised of our progress in this regard. 


Information bulletins, newsletters, and our corporate information telephone line continue to 
be effective in communicating messages to our employees. In addition, over 100 employees 
are currently busy preparing for our first ever “Employee Expo.” The objective of the event is 
to provide employees and their families an opportunity to meet one another and management 
in an informal setting. Attendees will be able to ask questions, view mine plans, and become 
informed regarding geological conditions, new initiatives, and employee benefits and 
advantages. 


Over 30 of our technical and management people are linked via our wide area network. This 
network connects personal productivity tools and software for many of our employees. 


Social Responsibilities 


With an employment level of almost 1900, the Corporation plays a significant role in the 
community. Corporate activities contributed in excess of $150M to the Cape Breton economy 
including $128M in wages and pensions and approximately $23M in goods and services. 


We continue to take an active role in the education of our children and are proud to sponsor 
our own Junior Achievement company. We have, again this year, co-sponsored the Junior 
Achievement Program entitled, “The Economics of Staying in School,” and are particularly 
proud of our employees who volunteer to deliver these programs on our behalf. For the 
sixteenth consecutive year we have been involved in the Annual New Waterford Coal Bowl 
Classic basketball tournament. As well, we are pleased to provide sponsorship to our singing 
miners choir, “The Men of the Deeps.” The group is a powerful ambassador for the coal 
mining industry in Cape Breton. 
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Our employees volunteered in various community 
activities throughout the year, including, the United 
Way; Curl for Cancer; and Christmas Daddies. 


Fred MacAulay of our Accounting Department, 
along with his family, presented a cheque on 
behalf of our employees to Christmas Daddies. 


The success of our company will ultimately be determined by our ability to provide a quality, 
reliable, competitively priced product to our customers. Our challenge is to position our company 
to compete with alternative fuel sources in a de-regulated North American electricity market 
and a competitive international marketplace. We must continue to monitor developments in 
environmental legislation, so that we may adapt to any changes that could negatively affect 
the marketability of our products. 


Sales for the fiscal year 1996/97 totaled 2.4 million tonnes, compared to 2.6 for the previous 
year. We are pleased to report that sales to NSPI in the calendar year 1996 reached a record 
breaking 2.8 million tonnes. 


The Corporation is an important player in the energy supply for Nova Scotia. This was 
demonstrated in January when reduced inventories and production difficulties made it necessary 
for CBDC and NSPI to jointly announce that the utility would purchase a limited amount of 
foreign coal in order to maintain power supply security. Production levels at our operations 
improved in February thereby eliminating the need to import additional coal. 


In March, NSPI announced that it had entered into an agreement for the transportation of 
90,000 million British thermal units (BTU) per day of natural gas from the Sable Offshore 
Energy Project. The utility noted, however, that any subsequent purchase of natural gas 
would be for the displacement of foreign oil, and that coal would remain the utility's primary 
source of fuel. This announcement sent a strong, clear message of imminent diversification 
and competition in the energy sector. Our strategy for dealing with this is to reduce our operating 
costs to a level that will allow us to compete in this changing environment. 


In the corning year we will concentrate on maximizing sales opportunities with NSPI. In the 
export market we will focus on the resumption of shipments that are still pending under existing 
contracts and strategic cargoes aimed at developing several niches in Europe. 


Operations 


Recognizing the significant operational challenges at Phalen Colliery, a new organizational 
structure was implemented. Several technical positions were established to focus on the many 
issues pertaining to production and development as well as support areas such as maintenance 
and information technology. Part of the organizational initiative included the introduction of a 
“Revitalization Program” which focused on developing an operational structure for the colliery. 
A total of fifteen teams were established to address key improvement areas. Results of this 
initiative have been encouraging. One 
team was involved with changing 
operational and control procedures for 7 
East wallface at the colliery. Their efforts 
resulted in improved and consistent 
production on the wall during the last 
quarter. 


Throughout the year, a number of roof falls 
on 7 East wall and a breakdown on the 
rotary breaker resulted in several weeks 
of downtime. Despite these obstacles, the 


: — colliery achieved 1.490 million tonnes - 
Left to right: General Manager Ray Ward, Senator Wm. 77% of its production target. 
Rompkey and Phalen Local President Allie MacLean 
during recent visit underground at Phalen Colliery. 


Development results reached 62% of the annual projection of 7,932 meters. The main area 
of concern has been the development of the main roadways which are located in a rock 
outburst prone area. Outburst monitoring systems have been installed to assist in providing 
early indications of conditions in these areas. New equipment has been procured to improve 
the operation for drill and blast in outburst prone conditions. 


A detailed mine plan was developed based on the 5-year Corporate Plan incorporating a 
double entry development system and contingency coal reserves. The plan was well received 
by employees, and a contract has been awarded to develop a Yield Pillar Design for a double 
entry development system. 


This year a number of projects were completed that will result in efficiencies in both operating 
and administrative areas: 


¢ The installation of a new pumping system has doubled the mine’s pumping capacity. 


* Amajor computer system upgrade, providing an office network environment using personal 
computers for electronic communication. 


* The installation of a new underground communication system, providing telephone 
communications to all underground operating sections. This system will also allow access 
from off-site locations. 


e Introduction of a daily planned maintenance system for longwall and cable belt which has 
resulted in improved equipment availability. 


¢ Completion of the directional drilling program on 3 Slope which confirms the geometry of 
the lower sandstone unit in this area affecting both outburst and weighting conditions at 
the Colliery. 


Last year, Prince Colliery produced 881,000 tonnes, exceeding its budget of 688,000 tonnes 
by 27%. The budget originally called for the colliery to be idle during the last two quarters; 
however, low coal inventories and production problems at Phalen Colliery, prompted the decision 
to begin production on 15 West Wall in February, five weeks ahead of schedule. 


Development results were encouraging as the colliery obtained 4,309 meters, surpassing the 
budget of 4,213 meters. The primary drivages to ensure the opening of 15 West Wall were 
completed in December and January allowing the colliery to produce 191,496 tonnes in the 
last six weeks of the fiscal year. 


The Corporation announced in October that it would change the mining direction of the Prince 
Colliery from the traditional East/West to a North/South direction, in order to address changing 
and adverse geological conditions. Development of the first North level began in March of this 
year. The current plan forecasts that 1 North Wall will commence production by September of 
1998. 


During the year, two significant projects were 


» 
undertaken that will bring marked t ; MS 9 
improvement to the colliery. S : 
| 

¢ Inthe fall of 1996, what is believed to be Pe 

the longest endless haulage in the world rae ied 

was commissioned. The project cost in id os 

excess of $2M and is designed to improve ies : 

the efficiency of men and material eae > 

‘transport in and out of the mine. ony Z ; 
Employees can now be transported by o* 4 bad peer chs 
train down to 14 West Wall without t NOTE Eee: 


transferring. In 1997 a project to extend 
this hoist as well as No. 2 material haulage down to the pit bottom is planned, thereby 
maximizing our transportation systems. 


¢ Amajor pumping upgrade project was started in late Fall. This project involves the removal 
and installation of 6,500 ft. of new pipe and the purchase of new pumps and fiberglass 
reservoirs. This improvement will eliminate the need for a series of small pumps and is 
expected to reduce the cost of pumping. 


Six Year Statistical Summary 
[Financial (Millions of doliars) [1997 [1996 | 1995 [ 1904 [1993 [1992 | 


Revenue 
Profit from Current Operations 
Loss for the Year 


Capital Expenditures 
Government Appropriation 


Sales (000’s tonnes) 
Nova Scotia Power 
Export 

Other Domestic 
Total 


Saleable Production 
Tonnes (000’s) 
Output/Manshift (Tonnes) 


Employees (Total) 


(*repayable) 
Sales Revenue (millions of dollars) Profits from Current Operations Capital Expenditures 
(millions of dollars) (millions of dollars) 
300 40 40 
250 ae 
20 30 
i. aa so 
150 Oz : p 20 
-10 
100 
ay 10 
J -40 _ me a 
94 92 938 94 95 9 9 9? 9038 94 95 96 97 
Saleable Production (millions of tonnes) Saleable Output/Manshift (tonnes) 
5 12 
4 : 
2 : 
92 93 94 05° 96 97 OP 10G 94195, 96. 97 


Financial Reporting 


The accompanying financial statements of the Cape Breton Development Corporation and all 
information in this report are the responsibility of management and have been approved by the 
Board of Directors. The financial statements include some amounts that are necessarily based 
on management's best estimates and judgement. 


The financial statements have been prepared by management in accordance with generally 
accepted accounting principles. Financial information presented elsewhere in the annual report 
is consistent with that contained in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management 
maintains financial and management control systems and practices designed to provide reasonable 
assurance that transactions are authorized, assets are safeguarded and proper records are 
maintained in accordance with the Financial Administration Act and regulations as well as 
the Cape Breton Development Corporation Act and by-laws of the Corporation. The system of 
internal controls is augmented by Internal Audit which conducts periodic reviews of different aspects 
of the Corporation’s operations. In addition, the internal and external auditors have ready access 
to the Audit Committee of the Board, which oversees management's responsibilities for maintaining 
adequate control systems and the quality of financial reporting. 


These financial statements have been independently examined by the Corporation’s auditor, the 
Auditor General of Canada, and his report is included herein. 


Anlanr—_—_. 
George R. White M.D. Buchanan, CA 
President & CEO Vice-President Finance & Corporate Secretary 


Audit Committee Report 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. 
In order to carry out this responsibility, the Committee, composed entirely of directors independent 
of management, meets at least twice a year to review the Corporation’s financial statements and 


. recommend their approval to the Board of Directors. The Audit Committee also reviews any 


reports prepared by the Corporation’s internal and external auditors relating to its accounting 
policies and procedures, as well as its internal controls. The Committee meets independently 
with management, internal auditor and external auditors to review the involvement of each in the 
financial reporting process. These meetings are designed to facilitate any private communication 
with the Committee desired by each party. 


D5 nelle 


seph M. MacMullen, FCA 


Chairman of the Audit Committee 


Auditor’s Report and Financial Statements 


MARCH 31, 1997 


Auditor's Report 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


To the Minister of Natural Resources 


| have audited the balance sheet of Cape Breton Development Corporation as at March 
31, 1997 and the statements of operations, equity and changes in financial position for the 
year then ended. These financial statements are the responsibility of the Corporation’s 
management. My responsibility is to express an opinion on these financial statements based 
on my audit. 


| conducted my audit in accordance with generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether 
the financial statements are free of material misstatement. An audit includes examining, on 
a test basis, evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 1997 and the results of its operations and the 
changes in its financial position for the year then ended in accordance with generally accepted 
accounting principles. As required by the Financial Administration Act, | report that, in my 
opinion, these principles have been applied on a basis consistent with that of the preceding 
year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during 
my audit of the financial statements have, in all significant respects, been in accordance with 
Part X of the Financial Administration Act and regulations, the Cape Breton Development 
Corporation Act and the by-laws of the Corporation. 


ro 


L. Denis Desautels, FCA 
Auditor General of Canada 


Ottawa, Canada 
May 16, 1997 


Statement of Operations 


YEAR ENDED MARCH 31, 1997 
(in thousands of dollars) 


1997 1996 
Revenue 167,299 188,410 
Expenses 
Cost of product sold 126,225 134,114 
External freight 4,156 BAL 
General and administrative 7,525 8,783 
Amortization __ 25,925 34,664 
163,831 182.132 
Profit from current operations 3,468 5,678 
Deduct 
Pensions and early retirements 29,115 29,761 
Provision for environmental projects - 15,851 
Provision for corporate restructuring 4,184 84,492 
Write-down of capital assets : 82,659 
33,299 212,763 
Loss before taxes (29,831) (207,085) 
Large corporations tax 310 310 
Loss for the year $ (30,141) $ (207,395) 


Statement of Equity 


YEAR ENDED MARCH 31, 1997 
(in thousands of dollars) 


Balance, beginning of the year 


Add (deduct) 
Loss for the year 
Repayable appropriation from future profits (Note 10) 


Balance, end of the year 


ak 
o 
NJ 


$ 65,011 


(30,141) 
43,500 


$ 78,370 


ak 
(fe) 
(o>) 


$ 272,406 


Balance Sheet 


AS AT MARCH 31, 1997 
(in thousands of dollars) 


Assets 
Current assets 
Cash and term deposits (Note 4) 
Accounts receivable, net (Note 5) 
Inventories 
Coal 
Operating materials and supplies 


Capital assets (Note 6) 
Other asset 
Deferred pension costs (Note 7) 


Liabilities 
Current liabilities 
Accounts payable and accrued liabilities 
Large corporations tax payable 
Due to Government of Canada 
Working capital advances 
Current portion of long term provisions 


Provision for early retirements and restructuring (Note 8) 
Provision for environmental projects (Note 9) 


Equity 


Repayable appropriation from future profits (Note 10) 
Equity of Canada 


Going concern (Note 2) 
Commitments and contingencies (Note 11) 


Approved on behalf of the Board 


— 
(<e) 
ba | 


$ 9,611 
20,346 


11,231 
8,364 
49,552 
140,146 


62,862 


$ 252,560 


$ 32,342 
3,846 


11,895 


48,083 


105,548 
20,559 
174,190 


43,500 
34,870 


__ 78,370 


$ 252,560 


$ 259,502 


$ 30,794 
3,536 


15,000 
e0.2ee 
69/552 


104,087 
20,852 
194,491 


65,011 
65,011 


$ 259,502 


Statement of Changes in Financial Position 


YEAR ENDED MARCH 31, 1997 
(in thousands of dollars) 


Net inflow (outflow) of cash related to 
the following activities: 


Operating 

Loss for the year 

Items not affecting cash 
Amortization of capital assets 
Gain on disposal of assets 
Capital asset write-downs 
Provision for environmental projects 
Provision for early retirement and restructuring 
Changes in non-cash operating working capital items 


Payments for early retirements 
Payments for environmental projects 
Deferred pension costs 


Financing 
Increase (decrease) in working capital advances 
Repayable appropriation from future profits 


Investing 
Purchase of capital assets 
Proceeds from sale of capital assets 


Net inflow (outflow) of cash 
Cash and term deposits, beginning of the year 


Cash and term deposits, end of the year 


1997 


$ (30,141) 
25,925 
(806) 


4,184 
8,177 
7,339 
(9,706) 
(1,637) 
(16,955) 
(20,959) 
(15,000) 
43,500 
28,500 


(8,147) 
1,244 


(6,903) 
638 
__ 8,973 


$ 9,611 


—_ 
[<e) 
fey) 


$ (207,395) 


34,664 


82,659 
15,851 
85,213 

11 
11,003 
(8,497) 

(208) 
(7,623) 


8.325 


10,109 


8,973 


Notes to Financial Statements 


YEAR ENDED MARCH 31, 1997 (in thousands of dollars) 


AUTHORITY AND OBJECTIVES 


The Corporation was established in 1967 for the purpose of reorganizing and rehabilitating the coal 
industry on Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. Its corporate 
mission is “to become a profitable coal mining company”. 


The Corporation, an agent of Her Majesty, is listed as a Schedule III, Part |, corporation for purposes of 
the Financial Administration Act. The Corporation is carrying out restructuring activities as approved 
in the 1996/97 to 2000/01 Corporate Plan and revised in the 1997/98 - 2001/02 Corporate Plan approved 
by the Governor in Council. The Government of Canada is providing funding support for these activities 
(see also Note 10). As a result, the Corporation is economically dependent on the Government of 
Canada for funding it receives through this arrangement. 


Advances from the Government of Canada are also provided for working capital purposes to a limit of 
$50,000 on such terms as may be agreed upon, as provided for in the Cape Breton Development 
Corporation Act. 


The Corporation is subject to provisions of the Income Tax Act . 
GOING CONCERN 


These financial statements have been prepared in accordance with generally accepted accounting 
principles applicable to a “going concern”, which assume that the Corporation will continue in operation 
for the foreseeable future and will be able to realize its assets and discharge its liabilities in the normal 
course of operations. 


The Corporation’s mission is to become a profitable coal mining company, although it has received 
annual financial support from the Government of Canada throughout most of its existence. In April 
1996, the Governor in Council approved a corporate restructuring as part of the Corporation’s 1996/97 
to 2000/01 Corporate Plan. This plan calls for the Government of Canada to provide the Corporation 
with repayable appropriations during the first 3 years of the planning period. In 1996/97, the Corporation 
received $43,500 based on implementation of its restructuring activities. Additional funding requirements 
are projected for 1997/98 and 1998/99. The approved 1997/98 to 2001/02 Corporate Plan updates the 


‘ prior year’s plan and projects future profits and cash surpluses. The Plan indicates that, beginning in 


1999/00, the funding will be repaid to the Government of Canada from these surpluses. 


The Corporation has experienced significant geological and mining problems with both the Prince and 
Phalen collieries including roof collapses, water inflows, sandstone conditions, and uncertainty regarding 
the economic recovery of the coal reserves. Management is continuing to implement action to address 
these issues that affect the future operations of the Corporation. As a result of problems that have 
been encountered, overall production and development were lower than planned for 1996/97. The 
ability of the Corporation to meet planned development drivage rates and targets while simultaneously 
overcoming production problems will affect its ability to meet the objectives outlined in its approved 
corporate plan. Management believes that the results of the fourth quarter of 1996/97 and further 
planned actions indicate that the Corporation will overcome these problems which affect future viability. 


The ability of the Corporation to continue as a going-concern is dependent on its ability to become 
profitable in the period outlined in its approved corporate plan, and on the Government of Canada’s 
continuing financial support to meet certain obligations and commitments as they come due. 


Notes to Financial Statements 


YEAR ENDED MARCH 31, 1997 (in thousands of dollars) 


These financial statements do not include any adjustments to the amounts recorded as assets, liabilities 
and equity which would be required if the Corporation was not able to continue as a going concern. 


a) 


b) 


dq) 


ACCOUNTING POLICIES 


Repayable appropriation from future profits 


Parliamentary appropriations from the Government of Canada that are repayable from future 
profits are reflected in the financial statements as Equity. 


Management Estimates 


The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amount of 
assets, liabilities, revenues, expenses and the disclosure of contingent liabilities at the date of the 
financial statements. Despite the use of the Corporation’s best estimates, it is reasonably possible 
that the amounts for the following balance sheet items and related expenses could change materially 
inthe near term: the net book value of capital assets (see also Note 6), provision for early retirements 
and restructuring (See also Note 8), and provision for environmental projects (see also Note 9). 


Fair Values 
The fair values of financial instruments are determined as follows: 


¢ Current portion of provision for early retirements and restructuring - using cash flows of estimated 
future payments without discounting (see also Note 8). 


¢ Provision for early retirements and restructuring - using discounted cash flows of estimated 
future payments for early retirements, based on current interest rates. The component for 
standby maintenance is based on estimated future net cash flows, without discounting (see 
also Note 8). 


Provision for environmental projects - using estimated future payments, without discounting 
(see also Note 9). 


¢ Repayable appropriation from future profits - based on principal amount received, without 
discounting (See also Note 10). 


* Workers’ compensation benefits - the liability for future workers’ compensation costs related to 
current and former employees is not recorded in the financial statements as these costs are 
recorded on a pay-as-you-go basis (see also Note 3(h) and Note 11(g)). 


Inventories 


Coal - is valued at the lower of full cost and net realizable value, based on net future contract 
price. 


Notes to Financial Statements 


YEAR ENDED MARCH 31, 1997 (in thousands of dollars) 


e) 


f) 


9) 


‘ h) 


Operating materials and supplies - are valued at the lower of cost, determined on a weighted - 
average basis, and net realizable value. 


Capital Assets 
Capital assets are at the lower of cost less accumulated amortization and the estimated net 


recoverable amount. The Corporation has provided amortization on its capital assets based on 
their estimated useful lives, using the straight-line method of calculation, as follows: 


Prince Colliery 2-20 years 
Phalen Colliery 2-20 years 
Devco Railway 4-20 years 
Coal Preparation Plant 15 years 
Other assets 4-20 years 


All costs related to the exploration and development of the Donkin-Morien Development project 
have been expensed in prior years because the future economic benefits of the project were 
uncertain. 


Foreign Currency Translation 


Monetary assets and liabilities are translated at exchange rates in effect at the balance sheet 
date. Revenue and expenses are translated at the rate of exchange prevailing on the transaction 
date. The resulting foreign currency gains and losses are included in the results of operations. 


Pension Costs 


Current service costs are actuarially determined and are included in the cost of product sold. All 
other pension costs are included in pensions and early retirements. These costs include the initial 
unfunded liability and adjustments arising from experience gains and losses amortized over the 
estimated average remaining service life of employees. 


Workers’ Compensation Benefits 


Certain employees, retired or unable to perform their duties as a result of work-related injuries, 
receive benefits specified and administered by the Workers’ Compensation Board of Nova Scotia. 
The Corporation recognizes the benefit payouts as an expense in the year it pays the Workers’ 
Compensation Board of Nova Scotia and therefore no liability has been recorded in the financial 
statements for anticipated future costs (see also Note 11(g)). 


Development Costs 


Development costs incurred prior to commercial production are capitalized and subsequently 
charged to operations on the straight line basis of amortization over the estimated useful life of the 
related asset. Any proceeds from the sale of coal produced during the development of mining 
properties prior to commercial production are used to offset the capitalized development costs. 
After a mine property has been brought into commercial production, costs of development on that 
property are expensed as incurred except for those of an exploratory nature that are deferred and 
amortized over the life of the asset. 


Notes to Financial Statements 


YEAR ENDED MARCH 31, 1997 (in thousands of dollars) 


i) 


k) 


Provision for Environmental Projects 
Future decommissioning and site restoration: 


Future removal and decommissioning costs and future site restoration and reclamation costs of 
operating sites are recognized when they can be reasonably estimated. Costs are capitalized 
only if future economic benefits are anticipated. 


Ongoing environmental costs: 


Costs for ongoing environmental activities related to mine drainage and water treatment, in addition 
to the general protection of the environment are recognized when they can be reasonably estimated. 
Costs are capitalized only if future economic benefits are anticipated. 


Provision for Early Retirement and Restructuring 


The Corporation recognizes liabilities for early retirement incentives, severance, education, and 
relocation allowances related to workforce reductions when the decision has been approved by 
the Government of Canada and an estimate of the anticipated future costs can be reasonably 
calculated. In addition, the Corporation recognizes estimated future costs associated with standby 
maintenance of non-operating assets when no future economic benefit is expected. 


Management recognizes changes in this liability from the original estimate, based on the results 
of actual experience. 


TERM DEPOSITS 


The Corporation has credit commercial paper issued by a Canadian chartered bank totalling $9,000 
(1996 - $2,000). The effective rate of interest on these term deposits is 3.1% with maturity in April 
1997. The fair value of these term deposits approximates their carrying value. 


ACCOUNTS RECEIVABLE, NET 


Accounts receivable, net are comprised of the following: 


1997 1996 

Nova Scotia Power Inc. (NSPI), net $ 19,093 $ 21,300 
Foreign sales customers, net - 2,500 
Miscellaneous receivables, net 1,253 1,244 
$ 20,346 $ 25,044 


The Corporation sells substantially all of its coal production to NSPI using normal commercial terms 
under the provision of a long-term agreement (see also Note 13). 
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Notes to Financial Statements 


YEAR ENDED MARCH 31, 1997 (in thousands of dollars) 


6. CAPITAL ASSETS 


1997 1996 

Adjusted Net Adjusted Net 

Cost Accumulated Book Cost Accumulated Book 

Base Amortization Value Base Amortization Value 

Prince Colliery $ 155:413 --$0432,546) <8) 22.867 1S 152:397 SS 127057. S 25140 

Phalen Colliery PLT S\ A) 185,094 93,127 274,403 166,672 107,731 
Donkin-Morien 

Development Project 80,679 80,679 - 80,679 80,679 - 

Coal Preparation Plant 110,972 110,972 - 110,972 110,972 - 

Devco Railway 97,099 78,210 18,889 98,918 78,521 20,397 

Other assets 66,952 61,689 5,263 65,907 61,013 4,894 

$ 789,336 $ 649,190 $140,146 $783,276 $ 624,914 $158,362 


The valuation of capital assets is dependent upon the Corporation’s overcoming the problems identified 
in Note 2. 


7. PENSIONS 


The Corporation maintains defined benefit pension plans on behalf of employees of the Corporation. 
There are two major plans, consisting of a contributory and non-contributory plan. Benefits generally 
are based on employees’ length of service and rate of pay. The present value of pension plan benefits 
and current pension expense are actuarially determined for both plans based on assumptions provided 
by management. 


The Corporation’s pension costs and obligations for the non-contributory pension plan as at March 31 


consist of: 

1997 1996 
Pension fund assets (market value) $ 255,064 $ 216,913 
Pension obligations (actuarial value) 254,648 252,992 
Surplus (Unfunded liability) $ 416 $ (36,079) 
Pension contributions $ 27,000 Se toe? 
Pension expense $ 10,045 $ 13,964 


The difference between pension contributions and pension expense is shown on the balance sheet as 
an adjustment to deferred pension costs. 


Notes to Financial Statements 


YEAR ENDED MARCH 31, 1997 (in thousands of dollars) 


The Corporation’s pension costs and obligations for the contributory plan as at March 31 consist of: 


1997 1996 
Pension fund assets ( market value) $ 56,051 $ 48,859 
Pension obligations (actuarial value) 42,609 41,533 
Surplus $ 13,442 St77326 
Pension expense $ 826 $ 758 


The required payments by the Corporation and expenses approximated current service costs and 
therefore no adjustment to deferred pension costs was required relative to this plan. 


The valuation of both pension plans is based on management’s assumption that the human resources 
strategy related to restructuring approved in 1996 will not significantly affect the average age and 
retirement profile of the workforce. Management believes there will be no material affect on plan 
participation levels from workforce reductions. 


8. PROVISION FOR EARLY RETIREMENT AND RESTRUCTURING 


This provision consists of estimates of the cost of early retirement and restructuring initiatives when 
approval of such decisions is obtained. Any changes in the estimate are reflected when known. As 
part of the corporate restructuring initiatives begun in 1996/97, the Corporation is committed to reducing 
its workforce by a total of 658 employees by March 31, 2001. At March 31, 1997 the Corporation has 
reduced its workforce by a total of 197 under these initiatives. 


The Corporation made significant assumptions in preparing estimates of this provision, including: interest 
rates for discount factors and price indexation for the non-current portion of the liability; planned date of 
employee reductions; and the number of reductions. The estimates of liabilities, based on the above, 
could be significantly different if the key assumptions used by management for major determinants of 
the estimate vary from those planned. Standby maintenance included in this provision is based upon 
management’ intention for the use of capital assets as outlined in its approved Corporate Plan. The 
estimate of this liability could be significantly different if the Corporation varies its intended use of 
capital assets and its decision to keep certain non-operating assets available for use. Management 
recognizes changes in this liability from the original estimate based on updated assumptions and actual 
experience. The statement of operations includes a charge of $4,184 for changes in management's 
estimate. Management's estimate for the liabilities associated with early retirement and restructuring at 
March 31, including current and non-current amounts is: 


1997 1996 

Human resource strategy (1996) $ 55,555 $ 55,000 
Lingan colliery closure 33,381 38,050 
Other early retirement incentives 15,248 14,992 
Standby maintenance 10,836 12,500 
115,020 120,542 

Less: current portion 9,472 16,455 
Non-current portion $ 105,548 $ 104,087 
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YEAR ENDED MARCH 31, 1997 (in thousands of dollars) 


10. 


11. 


PROVISION FOR ENVIRONMENTAL PROJECTS 


The Corporation’s estimate for environmental projects includes anticipated future costs related to: 
decommissioning and site restoration and reclamation; and other environmental activities related to 
mine drainage water treatment and general environmental protection. These estimates are based on 
meeting the requirements of applicable environmental laws and regulations and for the general protection 
of the environment in accordance with the Corporation’s environmental policy. The estimate of the 
liability for these costs will be revised as the Corporation develops and implements closure and post 
closure plans in future years. Those plans will be developed in relation to the Corporation’s environmental 
policy and applicable legislation at that time. The estimate of liabilities, based on the above, could be 
significantly different if future plans change as a result of revisions in management’s assumptions or 
legislation. 


Management's estimate of the liabilities associated with the provision for environmental projects at 
March 31, including current and non-current amounts is: 


1997 1996 

Mine drainage and water treatment $ 5,080 Saree 
Removal, decommissioning and future site 

restoration and reclamation 9,402 9,447 

General environmental protection 8,500 9,900 

22,982 24,619 

Less: current portion 2,423 3,767 

Non-current portion $ 20,559 $ 20,852 


REPAYABLE APPROPRIATION FROM FUTURE PROFITS 


The Government of Canada has provided the Corporation with $43,500 as part of an overall funding 
arrangement approved by the Governor in Council in April 1996. The Corporation has recognized 
funds received as a component of Equity. Amounts provided to the Corporation and associated financing 
charges will be repaid from future profits as a dividend payment. Final repayment conditions have not 
yet been negotiated with the Government of Canada. 


COMMITMENTS AND CONTINGENCIES 


a) The Corporation has commitments to complete contracted capital projects under construction of 
approximately $6,200 (1996 - $2,200) at March 31, 1997. 


b) The Corporation has an operating lease for office space in the General Mining Building where it 
maintains its administrative offices. The lease is for a twenty year period ending in 2004. The 
annual lease payments fluctuate with changes in the lessor’s mortgage interest rates. Current 
minimum annual lease payments are $1,203, at an interest rate of 8% (1996 - $1,203 at 8%). 


c) The Corporation has outstanding export sales contracts totalling $5,673 U.S. (1996 - $10,700 
U.S.) at March 31, 1997. 


d) Inthe ordinary course of business, various claims and lawsuits have been brought against the 
Corporation. It is the opinion of management that the settlement of these actions will not result in 


Notes to Financial Statements 


YEAR ENDED MARCH 31, 1997 (in thousands of dollars) 


12. 


13. 


any material liabilities beyond any amounts already provided. The Corporation intends to oppose 
these matters in their entirety. 


e) The Corporation self insures against the potential loss of underground assets and for a portion of 
its liability insurance. 


f) | The Corporation believes its operations are in compliance with all applicable environmental laws 
and regulations, in all material respects. The Corporation recognizes a provision based on 
management's estimate of these costs where such costs can be reasonably estimated. Such 
estimates are subject to adjustment based on changes in laws and regulations and as new 
information becomes available. 


g) The Corporation is subject to the Government Employees’ Compensation Act requiring 
reimbursement to Human Resources Development Canada for payments made on the 
Corporation’s behalf to the Workers’ Compensation Board of Nova Scotia. The Statement of 
Operations includes a charge of $19,832 (1996 - $16,600), consisting of current payments of 
workers’ compensation claims of $4,704 (1996 - $4,200) and periodic disability payments of $15,128 
(1996 - $12,400). These costs are being recognized on a pay-as-you-go basis. 


A February 1997 actuarial study estimated the actuarial value for workers’ compensation benefit 
liabilities for former or current employees of the Corporation as at December 31, 1995 at $138,000. 
This represents the present value of all future benefits estimated to be paid as a result of accidents 
which occurred on or before December 31, 1995. The actuarial liability does not include 
amounts for future occupational disease awards or administration costs, which may be significant. 
The estimate reflects anticipated effects of the Nova Scotia Workers’ Compensation Act (1994) 
which became effective on February 1, 1996. The actuarial liability could be materially different if 
assumptions on which the valuation is based vary significantly in future years. 


INCOME TAXES 


During 1990, the Corporation’s income tax returns for the years 1983-89 were reassessed by Revenue 
Canada Taxation. Revenue Canada has taken the position that appropriations to the Corporation in 
respect of operating losses are taxable as income from a business or property and that appropriations 
in respect of capital acquisitions reduce the capital cost of the Corporation’s property. The Corporation 
has also received assessments from Revenue Canada for the years 1990-96 using the same 
interpretation. Management opposes this view and has been exercising the Corporation’s right to 
formally challenge Revenue Canada’s interpretation. No amounts have been recognized in the financial 
statements for any costs that could be associated with Revenue Canada Taxation successfully applying 
its interpretation. The income tax liability would be significant if Revenue Canada Taxation is successful 
in applying its interpretation. 


The Corporation has loss carry-forwards for income tax purposes which have not been recognized as 
such losses have no realizable value to the Corporation. 


LONG TERM AGREEMENT 
The Corporation has an agreement with Nova Scotia Power Inc. (NSPI) to supply coal, as specified in 


that agreement, until 2010. The parties renegotiate quantities, tolerance on qualities and prices every 
five years. The current terms related to those items expire on December 31, 1999. 


zy, 
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YEAR ENDED MARCH 31, 1997 (in thousands of dollars) 


14. 


15. 


16. 


The parties’ performance of this agreement in accordance with its terms is necessary to the future 
operations of the Cape Breton Development Corporation and the fulfilment of its Corporate Plan. 


RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created 
departments, agencies and Crown corporations. The Corporation enters into transactions with these 
entities in the normal course of business. In addition to these transactions, the Government of Canada 
has advanced appropriations repayable from future profits to the Corporation (see also Note 10) and 
provides working capital advances, at current interest rates, repayable within one year, based on cash 
flow requirements. 


The Chairman of the Board of Directors of the Corporation has ownership interests and/or serves on 
the Board of Directors of companies which conduct business with the Corporation. The transactions 
between these parties relate mainly to the transportation of coal. These transactions are within the 
normal course of business and are subject to necessary approval and disclosures which exclude the 
participation of the Chairman of the Board of Directors of the Corporation. 


SUBSEQUENT EVENT 


The Corporation signed a letter of intent in April 1997 to enter into an agreement for the purposes of 
selling the land and transferring the coal leases related to the Donkin-Morien Development Project. 
Such agreement would require further approval. All costs related to the exploration and development 
of the Donkin-Morien Development project have been fully expensed in prior years because the future 
economic benefits of the project were uncertain. 


COMPARATIVE FIGURES 


Certain of the comparative figures in these financial statements have been restated to conform with the 
current presentation. 
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Annual Repor 


Corporate Profile 


The Cape Breton Development Corporation was 
formed by an Act of Parliament in 1967 and is wholly 
owned by the Government of Canada. Located on 
Cape Breton Island, Nova Scotia, this Crown 
corporation is the largest coal producer in Eastern 
Canada. With approximately 1,700 employees, it also 
is one of the largest industrial employers in Atlantic 
Canada. The Corporation operates two collieries 
and fully integrated support facilities for the 
preparation and distribution of coal to Canadian and 
international markets. Assets at March 31, 1998, 
totalled $219M. Coal sales for 1997/98 were 2.6M 
tonnes, yielding revenues of $168M. 


Office 


The Corporation’s head-quarters are in the General 
Mining Building, 96 Union Street, Glace Bay, 
Nova Scotia. 


Mailing Address: 
P.O. Box 2500 
Sydney, Nova Scotia 
BiP 6K9 


Telephone: 902-842-2600 
Fax: 902-842-2589 
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Board of Directors 


Joseph P. Shannon (Chairman) 
Port Hawkesbury, NS 
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Oakville, Ontario 
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Letter to the Minister 


1998-06-19 


Honourable Ralph Goodale, M.P. 
Minister of Natural Resources 
580 Booth Street 

Ottawa, Ontario 

K1A OE4 


Dear Mr. Minister: 


On behalf of the Board of Directors, I am pleased to 
enclose the Financial Statements and Auditor’s Report 
for the Corporation for the fiscal year ended March 31, 
1998. This annual report is submitted in accordance 
with the provisions of the Financial Administration Act 
and the Cape Breton Development Corporation Act. 


Respectfully, 


anaes 


Oseph P. Shannon 
Chairman 


Year ata Glance 


Prince Colliery achieves 96% of production target and progresses with development on the 
North/South mine layout. 


Roof fall at Phalen Colliery interrupts production for three months causing a shortfall of over 
600,000 tonnes. 


Rock-gas outburst on 4 Slope, Phalen Colliery, halts development and requires exploration 
work to prove reserves. 


Quality Management program involves 200 employees in process improvement teams. 


Non-Contributory Pension Plan becomes fully funded and the Contributory Plan is enhanced 
for both active and retiree participants. 


A major phase of the environmental project for closure of the Victoria Junction Tailings Basin 


was completed. 


$’s in thousands 1998 1997 
Revenue $167,917 $167,299 
Profit (Loss) from Current Operations (8,831) 3,468 
Capital Expenditures 12,693 8,147 
Total Assets $219,375 $252,560 
Sales (000’s tonnes) 2,566 2,414 
Saleable Production (000’s tonnes) 2,358 2,437 
Output per Manshift (tonnes) 9.3 8.9 
Employees 1,738 1,894 


President's Message 


This report on our results for the 1997/98 fiscal year demonstrates the challenges 
our company is facing in achieving the objectives set out in the Five Year Corporate 
Plan begun in April of 1996. We entered the year with reasonable results and on a 
financial basis, actually broke even to budget in the second quarter. At the same 
time, we continued with the Beyond 2000 initiatives started in year one of our Plan. 
As part of that initiative, corporate processes such as Production, Quality, 
Development, Maintenance and Business Planning were re-designed with the help 


of our employees to better reflect the objectives of our Corporate Plan. 


Sales to our main customer were strong during the year, and the Corporation even 
resumed its international sales with the shipment of a cargo to Denmark in June. 
Flexible work hours at our washplant and innovative scheduling at the railway 


helped reduce the cost portion for blending and benefaction of our product. 


Life extension studies at our Prince operation were conducted and are particularly 
encouraging for that operation. Our future goal will be to harmonize the life of the 
Prince operation with that of the nearby power plant. New reserves at Prince have 
been identified and contingency plans to reduce the risk associated with stone 


intrusions are being implemented. 


Early in the third quarter a devastating roof fall on our 3 Centre wallface at Phalen 
resulted in lost production of over 600,000 tonnes for the year and reconstruction 


costs of almost $15 million. The recovery operation was completed through the 


dedicated efforts of our employees, and further strengthened our commitment to 
planning, maintenance standards and training and prompted a major improvement 
initiative in these areas. Other Phalen improvements such as increased water 
handling capacity, coal transport improvement and in-seam seismic exploration 


will serve to lessen the risk of reoccurrence. 


Phalen Colliery also suffered a significant setback when, in November, 1997, a 
rock-gas outburst occurred in 4 Slope. Our development activities in the main 
slopes and the 4 Centre area of the mine gave a strong indication that outburst 
prone sandstone was present over a large section of the future reserve in 4 Centre 
and possibly in the Eastern reserve as well. Exploration work to prove these reserves 


is currently underway. 


We are particularly pleased with the performance of our two corporate pension 
plans last year. Both our Contributory and Non-Contributory plans are now fully 
funded, providing the plan members with assurance of benefits for their future 
retirement. Iam concerned by the lack of participation in the Contributory Plan by 
three out of every four of our employees, and have spent much time during the year 


explaining the benefit of participation in this plan. 


Safety and health statistics were steady during the year, and I am pleased we were 
able to hold the ground on accidents which was gained in the previous year. 


Absenteeism remains a major concern for our company. 


Clearly the year has been one of challenge and disappointing results for our company. 
It was also one of accomplishment against the fundamentals. I am seeing change 
at many levels in the organization as we continue to set higher standards for 


productivity and employee development. 


Sincere appreciation to all employees, unions and community for their help and 
support over the year. Strong leadership by our Chairman and our Board, and the 
Honourable Ralph Goodale, Minister of Natural Resources, have combined to position 


us for a better year coming up. 


Joes ohh 


George R. White 
President and C.E.O. 


Management Discussion and Analysis 


Financial Review 


Sales for the fiscal year 1997/98 generated revenue of $167.9 million on a volume of 2,566,000 
tonnes. This compares to 1996/97 revenue of $167.3 million when 2,414,000 tonnes were sold. 
The majority of this year’s sales were again to Nova Scotia Power (NSP) with one cargo of 55,000 
tonnes being shipped to Denmark. Opportunities for sales to NSP remain strong, both in terms of 
coal used for domestic power consumption as well as that used to generate power which is then 
exported via the line grid to other provinces and into the United States. 


Cost of product sold increased to $138.5 million from the previous year’s $126.2 million. Saleable 
production was 2,358,000 tonnes compared to 2,437,000 in 1996/97. Costs were heavily impacted 
by the three month interruption of production at Phalen Colliery as a result of a major roof fall on 3 
Center wall. Coal inventories were reduced on a year over year basis by in excess of 200,000 
tonnes, again, directly related to the production difficulties encountered at Phalen Colliery. External 
freight costs of $4.8 million represent the delivery cost associated with moving our coal to the 
customer using external rail services. General and administrative costs of $7.1 million continue 
the declining trend of recent years as the Corporation restructures. 


On the non-operating cost side, the expense for worker’s compensation awards, pensions and 
early retirements totalled $33.4 million, essentially unchanged from the previous year. The expense 
for the registered pension plans declined in 1997/98 by almost $6.0 million as a result of the 
continued improvement in the funded position of both plans. The expense for early retirement and 
restructuring increased by a corresponding amount reflecting revised management estimates to 
those used previously in establishing the provision for such costs. The Corporation has also 
recognized a write-down of capital asset values in the amount of $4.9 million associated with 
equipment considered surplus to present operations. The Corporation changed its accounting 
policy regarding the recognition of the expense and liability for the cost of benefits specified and 
administered by the Workers’ Compensation Board of Nova Scotia for work-related injuries of 
current and former employees. This change in accounting policy resulted in the recognition of an 
expense and liability in the amount of $139.7 million. 


The activities of the Corporation in the year were financed principally from a further $22.1 million 
repayable appropriation from the Government of Canada, cash generated from current operating 
activities of $3.6 million, and a reduction in cash position of $5.6 million. The Corporation invested 
$12.7 million in the purchase of capital assets primarily for mining equipment required to maintain 
the two operating collieries. It also expended $17.0 million on payments for early retirement and 
restructuring and $1.6 million on environmental projects. 


Six Year Statistical Summary 


Revenue 

Profit (Loss) from Current Operations 
Loss for the Year 

Capital Expenditures 

Government Appropriation 


Sales (000’s tonnes) 
Nova Scotia Power 
Export 

Other Domestic 
Total 


Saleable Production 
Tonnes (000’s) 
Output/Manshift (Tonnes) 


Employees (Total) 


(*repayable) 
Sales Revenue (millions of dollars) Profit (Loss) from Current Operations Capital Expenditures 
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Human Resources 


The Corporation’s workforce at March 31, 1998 was 1,738 employees, a decrease of 156 employees 
since the previous year end. Early retirements accounted for 88% of the workforce reduction while 
severances, compassionate pensions, and normal attrition comprised the remainder. These 
reductions are consistent with the Corporation’s overall workforce rationalization strategy. 


Employee training continued to be a strong component of our Human Resource Strategy. This 
year, 215 training programs were conducted resulting in 3200 employee days of training time. 


Anew Skillful Workplace Leadership Program was developed for middle managers and first line 
supervisors. The program stresses the importance of good communication, leadership motivation, 
and problem solving when dealing with employees. 


We continued to support our high school Bursary Program to Grade 12 graduating students and 
the Scholarship Program for sons and daughters of fatally injured employees. Total contributions 
to these programs was in excess of $30,000. The Corporation also entered into a contract with 
Career Edge and YMCA under the Federal Public Sector Youth Internship Program, whereby two 
internships for a period of twelve months were obtained. Both interns are working in the Human 
Resources Department. 


We are pleased that 767 of our employees recorded perfect/near perfect attendance. At the same 
time, overall absenteeism was 12.5%, up slightly from last year despite ongoing efforts to overcome 
this problem. We continue to be very active with programs that provide a gradual return to the 
workplace for injured employees. It is important to note that both the Corporation and its four 
bargaining units received Awards of Excellence from the Workers’ Compensation Board of Nova 
Scotia for our participation in return to work programs for injured employees. 


CBDC employees are proud of their commitment to their community. Our involvement with various 
projects helps raise awareness and funding for many local organizations. In 1997 our employees 
contributed $40,991 to the Cape Breton United Way Campaign and received the United Way Gold 
Award. This amount represents nearly 8% of the entire 1997 United Way campaign total — a 
significant contribution. We are also continuing our association with Junior Achievement in Cape 
Breton (J.A.). We sponsor a J.A. company at a local high school and participate in the J.A. 
Economics of Staying in School program. The Coal Bowl Classic organized by Breton Education 
Centre in New Waterford also benefits from our sponsorship. We have been involved with this 
project since its inception in 1982. Many of our employees represented the Corporation at other 
community events as well. Big Brothers Big Sisters Bowl for Millions, the Ann Terry Memorial Curl 
for Cancer Bonspiel, and Christmas Daddies all received support from Devco employees. 


Quality Management 


The Corporation is very encouraged with the progress that is being made in respect to our Quality 
Management Program. Since the introduction of the program, thirteen process improvement teams 
have been formed which, with the involvement of approximately 200 employees, resulted in a total 
of 139 recommendations. These initiatives when fully implemented will certainly support the Beyond 
2000 targets. 


A number of immediate opportunities have already been implemented that have realized cash 
Savings and revenue improvements of approximately $2.5 million. 


A Performance Measurement and Improvement System was initiated which will establish 
performance measures and targets at each management level linked back to the business plan. It 
will also create and implement a process focused on eliminating gaps in performance. 


The Managing Change Team developed an internal communication roadmap which will ensure 
that all employees are involved in the communication process. There is a strong emphasis on 
face-to-face communication as well as a two-way communication flow. 


Pension Plans 


The Corporation is the administrator of two registered pension plans on behalf of the employees of 
the Corporation. The plans are registered for purposes of the Pension Benefits Standards Act and 
the Income Tax Act. The plans consist of a contributory and a non-contributory plan. Both plans 
are defined benefit plans with the benefits generally based on employees’ length of service and, in 
the case of the contributory plan, on the amount of career earnings. 


The Non-Contributory Plan achieved a major objective during 1997 by becoming fully funded on 
both a going-concern and a wind-up valuation basis. Strong investment returns, combined with 
Corporation contributions averaging $25 million per annum in recent years have permitted the 
plan’s assets to grow to a level which equals and now exceeds the liabilities of the plan. Maintaining 
the plan in this position relieves the Corporation of the major cash expenditure which had been 
required on an annual basis. 


Favourable investment returns have also placed the Contributory Plan in a strong financial position. 
This position was a direct benefit to both the active and retiree participants of the plan during 1997 
as the Corporation approved significant benefit enhancements for both groups. The Corporation 
continues its efforts to have more employees participate in the Contributory Plan thereby ensuring 
these individuals will have a substantially higher level of retirement income for themselves and 
their dependents. 


Non-Contributory Pension Plan Funded 
Position (millions of dollars) 
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Year 2000 Date Issue 


The Year 2000 (Y2kK) issue exists as a potential problem where information technology, computers 
or digital devices are used. The problem stems from the fact that some computer programs use 
two-digit date coding and will not properly recognize the year 2000. The Cape Breton Development 
Corporation has been working on the issues associated with the millenium date problem for more 
than two years. The areas of interest to the corporation in this regard are: 


* corporate computer and personal computer (PC) based computing, 
e transactions involving external organizations, 

* operations technology involving monitoring and control systems, 

¢ our customers’ interests, 

¢ our suppliers readiness for year 2000 issues. 


Corporate and PC based computing is close to resolution of any date problems. Since 1992, all 
new development has been designed and written to be Y2K compliant. Existing older systems 
were reviewed and a status report prepared in May, 1996. Conversion work was scheduled into 
the maintenance workload and conversions completed in February, 1998 with the exception of an 
Accounts Payable system which will be replaced with a compliant purchased system in the second 
quarter of 1998. Converted systems were placed in production as completed. All operating systems 
are compliant with the last upgrade completed in April 1998. PC hardware will be tested on an 
individual basis during the second and third quarters of 1998. 


In the operations areas, maintenance and engineering have been informed of testing requirements 
and are in the process of developing a plan for testing and upgrading monitoring equipment and 
programmable logic controllers. As there are few date processing routines, hardware performance 
is considered to be the main issue. Suppliers of proprietary software will be contacted for status 
reports on their products. Suppliers of critical equipment will be contacted and asked to provide a 
status report regarding their business readiness for the year 2000. 


Cape Breton Development Corporation expects to be Y2K compliant by March 31, 1999. 


Corporate Governance 
Board of Directors Role and Responsibilities 


The Board of Directors of the Cape Breton Development Corporation is responsible for the 
management of the business and affairs of the Corporation. The President is the chief executive 
officer of the Corporation and has, on behalf of the Board, the direction and control of the business. 
The Board’s main responsibilities are to: 

* approve the Corporation’s strategic direction and corporate plan; 

* approve the operating and capital budgets; 

¢ monitor corporate performance; 

* make, amend or repeal any by-laws that regulate the business or affairs of the Corporation; 


* ensure that proper financial management practices and control systems are maintained; 


* approve the annual financial statements. 


Board/Committee Structure 


The Board of Directors is comprised of the Chairman, the President and C.E.O., and five other 
directors. | The Chairman and the President are appointed by the Governor in Council, after 
consultation with the Lieutenant Governor in Council of Nova Scotia. The other directors are 
appointed by the Minister with the approval of the Governor in Council. Two of these other directors 
are appointed on the recommendation of the Lieutenant Governor in Council of Nova Scotia. 


The Board of Directors holds meetings as required throughout the year to perform its responsibilities. 


To fulfill some of its responsibilities and to assist the Board in making decisions, the Board has 
formed three committees. These committees and the responsibilities of each are as follows: 


Audit Committee 


* considers the audit plans of the Corporation’s external auditor: 


* reviews the Corporation’s annual audited financial statements and recommends on approval 
of these statements and on acceptance of the auditor’s report by the Board; 


* oversees internal audit of the Corporation; 


* reviews and advises the Board on the plan and report of any Special Examination of the 
Corporation. 


Environment Committee 


e¢ develops and recommends, for Board approval, an overall Environmental Management Plan 
for the Corporation which will establish policies and objectives to ensure compliance with all 
applicable environmental laws; 


¢ reviews management’s action plans and budgets for dealing with environmental issues during 
the year; 


e discusses, investigates and monitors the main categories of applicable environmental risks 
and consequences relevant to the Corporation’s circumstances; 


e ensures that the Board is informed on all significant environmental issues affecting the 
Corporation. 


Pension Fund Investment Committee 


e develops and, from time to time, amends the statements of investment policies and goals for 
the pension funds; 


* recommends to the Board on the engaging of professional advisors such as consulting actuaries, 
plan trustees, investment managers, and such other experts as may be required to prudently 
handle investment functions. 


e monitors the investment returns and performance of the fund managers. 


e inconsultation with the Pension Board, makes recommendations to the Board of Directors on 
proposed pension plan amendments. 


Financial Reporting 


The accompanying financial statements of the Cape Breton Development Corporation and all 
information in this report are the responsibility of management and have been approved by the 
Board of Directors. The financial statements include some amounts that are necessarily based 
on management's best estimates and judgement. 


The financial statements have been prepared by management in accordance with generally 
accepted accounting principles. Financial information presented elsewhere in the annual report 
is consistent with that contained in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management 
maintains financial and management control systems and practices designed to provide reasonable 
assurance that transactions are authorized, assets are safeguarded and proper records are 
maintained in accordance with the Financial Administration Act and regulations as well as 
the Cape Breton Development Corporation Act and by-laws of the Corporation. The system of 
internal controls is augmented by Internal Audit which conducts periodic reviews of different aspects 
of the Corporation's operations. In addition, the internal and external auditors have ready access 
to the Audit Committee of the Board, which oversees management's responsibilities for maintaining 
adequate control systems and the quality of financial reporting. 


These financial statements have been independently examined by the Corporation's auditor, the 
Auditor General of Canada, and his report is included herein. 


We tec CEP 


hite, P. Eng. M.D. Buchanan, CA 
President & CEO Vice-President & Corporate Secretary 


Audit Committee Report 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. 
In order to carry out this responsibility, the Committee, composed entirely of directors independent 
of management, meets at least twice a year to review the Corporation's financial statements and 
recommend their approval to the Board of Directors. The Audit Committee also reviews any 
reports prepared by the Corporation's internal and external auditors relating to its accounting 
policies and procedures, as well as its internal controls. The Committee meets independently 
with management, internal auditor and external auditors to review the involvement of each in the 
financial reporting process. These meetings are designed to facilitate any private communication 
with the Committee desired by each party. 


Mi Mabe 


seph M. MacMullen, FCA 


Chairman of the Audit Committee 


Auditor’s Report and Financial Statements 


MARCH 31, 1998 
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Auditor's Report 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR’S REPORT 
To the Minister of Natural Resources 


| have audited the balance sheet of Cape Breton Development Corporation as at March 
31, 1998 and the statements of operations, deficit and equity, and changes in financial position 
for the year then ended. These financial statements are the responsibility of the Corporation's 
management. My responsibility is to express an opinion on these financial statements based 
on my audit. 


| conducted my audit in accordance with generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether 
the financial statements are free of material misstatement. An audit includes examining, on 
a test basis, evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and significant estimates 
made by management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 1998 and the results of its operations and the 
changes in its financial position for the year then ended in accordance with generally accepted 
accounting principles. As required by the Financial Administration Act, | report that, in my 
opinion, these principles have been applied, except for the change in accounting policy for 
workers’ compensation costs as explained in Note 4 to the financial statements, on a basis 
consistent with that of the preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during 
my audit of the financial statements have, in all significant respects, been in accordance with 
Part X of the Financial Administration Act and regulations, the Cape Breton Development 
Corporation Act and the by-laws of the Corporation. 


Ae Sm, 


L. Denis Desautels, FCA 
Auditor General of Canada 


Ottawa, Canada 
May 20, 1998 
except as to Note 4 
which is as of 

June 12, 1998 


Statement of Operations 


YEAR ENDED MARCH 31, 1998 
(in thousands of dollars) 


1998 1997 
Revenue 167,917 167,299 
Expenses 
Cost of product sold 138,536 126,225 
External freight 4,846 4,156 
General and administrative 7,143 Wipe > 
Amortization 26,223 25,925 
176,748 163,831 
Profit (loss) from current operations (8,831) 3,468 
Deduct 
Workers’ Compensation and pensions (Notes 4 and 7) 15,486 23,256 
Early retirement and restructuring (Note 8) 17,899 10,043 
Write-down of capital assets (Note 6) 4,876 : 
38,261 33,299 
Loss before taxes (47,092) (29,831) 
Corporate taxes (Note 12) 390 310 
Loss before change in accounting policy (47,482) (30,141) 


Change in accounting policy for Workers’ Compensation (Note 4) 139,739 é 


Loss for the year $ (187,221) $ (30,141) 


Statement of Deficit and Equity 


YEAR ENDED MARCH 31, 1998 
(in thousands of dollars) 


1998 
Balance of Equity, beginning of year: 
Repayable appropriation from future profits $ 43,500 
Equity of Canada 34,870 
78,370 
Add (deduct): 
Repayable appropriation from future profits received 
during the year 22,105 
Equity of Canada - loss for the year (187,221) 
(165,116) 
Balance of Equity (Deficit), end of year: 
Repayable appropriations from future profits 65,605 
Equity (Deficit) of Canada (152,351) 
$ (86,746) 


65,011 


65,011 


43,500 
(30,141) 


13,359 


43,500 
34,870 


> 76.070 


Balance Sheet 


AS AT MARCH 31, 1998 
(in thousands of dollars) 


1998 
Assets 
Current assets 
Cash $ 4,005 
Accounts receivable, net (Note 5) 25,300 
Inventories 
Coal 2,278 
Operating materials and supplies __ 7,998 
39,581 
Capital assets (Note 6) 121,740 
Deferred pension costs (Note 7) 58,054 
$ 219,375 
Liabilities 
Current liabilities 
Accounts payable and accruals $ 24,785 
Corporate taxes payable (Note 12) 4,236 
Current portion of long term provisions (Notes 4, 8 and 9) 25,371 
54,392 
Provision for early retirement and restructuring (Note 8) 104,899 
Provision for environment (Note 9) 20,591 
Provision for Workers’ Compensation (Note 4) 126,239 
306,121 
Deficit 
Repayable appropriations from future profits (Note 10) 65,605 
Equity (Deficit) of Canada (152,351) 
( 86,746) 
$ 219,375 


Going concern (Note 2) 


Commitments and contingencies (Note 11) 


Approved on behalf of the Board 


Lananaa 


$ 252,560 


$ 32,342 
3,846 
17,895 


48,083 


105,548 
20.559 


174,190 


43,500 
34,870 


78,370 


252,560 


Statement of Changes in Financial Position 


YEAR ENDED MARCH 31, 1998 
(in thousands of dollars) 


Net inflow (outflow) of cash related to 
the following activities: 


Operating 

Loss for the year 

Items not affecting cash 
Amortization of capital assets 
Gain on disposal of assets 
Write-down of capital assets 
Early retirement and restructuring 
Pension expense 
Change in accounting policy for Workers’ Compensation 
Changes in non-cash operating working capital items 


Payments for early retirement and restructuring 
Payments for environmental projects 
Pension contributions 


Financing 
Decrease in working capital advances 
Receipt of repayable appropriation from future profits 


Investing 
Purchase of capital assets 
Proceeds from sale of capital assets 


Net inflow (outflow) of cash 
Cash, beginning of the year 


Cash, end of the year 


$(187,221) 
26,223 


4,876 
17,899 
4,931 
139,739 
(2,802) 


3,645 
(16,979) 
(1,561) 
(123) 


(15,018) 


22,105 
22,105 


(12,693) 


(12,693) 


(5,606) 


9,611 


$4,005 


= 
o 
ba | 


$(30,141) 


25,925 
(806) 


10,043 
10,871 


8.177 
24,069 
(15,565) 

(1,637) 
(27,826) 
(20,959) 
(15,000) 

43.500 


28,500 


(8,147) 
1,244 


(6,903) 
638 
ee eS) 


$9,611 


Notes to the Financial Statements 


YEAR ENDED MARCH 31, 1998 (in thousands of dollars) 


AUTHORITY AND OBJECTIVES 


The Corporation was established in 1967 for the purpose of reorganizing and rehabilitating the coal 
industry on Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. Its corporate 
mission is “to become a profitable coal mining company”. 


The Corporation, an agent of Her Majesty, is listed as a Schedule Ill, Part |, corporation for purposes of 
the Financial Administration Act. The Corporation is carrying out restructuring activities as approved in 
the 1996/97 to 2000/01 Corporate Plan and revised in the 1997/98 to 2001/02 Corporate Plan approved 
by the Governor in Council. The Government of Canada is providing funding support for these activities 
by means of repayable appropriations from future profits (see also Note 10). As a result, the Corporation 
is economically dependent on the Government of Canada for funding it receives through this 
arrangement. 


Repayable advances from the Government of Canada are also provided for working capital purposes 
to a limit of $50,000, as provided for in the Cape Breton Development Corporation Act. 


The Corporation is subject to provisions of the Income Tax Act. 
GOING CONCERN 


These financial statements have been prepared in accordance with generally accepted accounting 
principles applicable to a "going concern", which assume that the Corporation will continue in operation 
for the foreseeable future and will be able to realize its assets and discharge its liabilities in the normal 
course of operations. 


The Corporation’s objective is to be self-sufficient. Until March 31, 1995, it had received annual financial 
support from the Government of Canada in the form of non-repayable appropriations. In order to fund 
corporate restructuring, the Government of Canada provided the Corporation with repayable 
appropriations during 1997 and 1998, totalling $65,605. The restructuring was approved by the Governor 
in Council in the 1996/97 to 2000/01 Corporate Plan with revisions approved in the 1997/98 to 2001/02 
Corporate Plan. Additional repayable appropriations of $3,358 are projected to be received in 1998/99. 
The repayable appropriations are to be repaid from projected future profits and cash surpluses, according 
to set terms, beginning in 1999/00. The Corporation is currently operating according to a one year 
Capital and Operating budget for 1998/99. The Corporation is conducting seismic and geological 
studies to determine the future operations and viability of one of its main assets, the Phalen Colliery. 
Therefore, finalization of decisions beyond one year has been postponed pending completion of these 
studies. A five-year Corporate Plan for 1998/99 to 2002/03 will be submitted after these studies are 
completed. 


The Corporation has experienced significant geological and mining problems, mainly with the Phalen 
Colliery, including roof collapses, water inflows, sandstone conditions, and rock-gas outburst conditions, 
which result in uncertainty regarding the economic recovery of the coal reserves. During the year, a 
roof fall caused an extended shutdown of operations at Phalen Colliery resulting in a significant shortfall 
from planned production and development targets. The ability of the Corporation to meet the forecasts 
in its approved Corporate Plan is largely dependent on achieving these key performance targets. 


The ability of the Corporation to continue as a going concern is dependent on its ability to become 
profitable in the period outlined in its approved Corporate Plan, on the viability of the Phalen Colliery 
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and on the Government of Canada’s continuing financial support to meet certain obligations and 
commitments as they come due. These financial statements do not include any adjustments to the 
amounts recorded as assets, liabilities and equity which would be required if the Corporation was not 
able to continue as a going concern. 


a) 


b) 


c) 


d) 


ACCOUNTING POLICIES 


Repayable appropriation from future profits 


Parliamentary appropriations from the Government of Canada that are repayable from future 
profits are recorded as Equity. 


Management Estimates 


The preparation of financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect the reported amount of 
assets, liabilities, revenues, expenses and the disclosure of contingent liabilities at the date of the 
financial statements. Despite the use of the Corporation’s best estimates, it is reasonably possible 
that the amounts for the following balance sheet items and related expenses could change materially 
in the near term: Workers’ Compensation costs (see also Note 4), the net book value of capital 
assets (see also Note 6), provision for early retirements and restructuring (see also Note 8), and 
provision for environment (see also Note 9). 


Fair Values 
The fair values of financial instruments are determined as follows: 


* Current portion of provision for early retirement and restructuring - using cash flows of estimated 
future payments without discounting (See also Note 8). 


¢ Provision for early retirement and restructuring - using discounted cash flows of estimated 
future payments for early retirements, based on current interest rates. The component for 
standby maintenance is based on estimated future net cash flows, without discounting (see 
also Note 8). 


¢ Provision for environment - using estimated future payments, without discounting (See also 
Note 9). 


¢ Repayable appropriation from future profits - based on principal amount received, without 
discounting (see also Note 10). 


* Workers’ compensation benefits - the liability for future workers’ compensation costs related to 


past incidents is recorded in the financial statements based on an actuarial extrapolation of 
the December 31, 1995 actuarial valuation (see also Note 4). 


Inventories 


Coal - is valued at the lower of full cost and net realizable value, based on net expected future 
contract price. 
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e) 


f) 


g) 


h) 


Operating materials and supplies - are valued at the lower of cost, determined on a weighted - 
average basis, and net realizable value. 


Capital Assets 
Capital assets are valued at the lower of cost less accumulated amortization and the estimated 


net recoverable amount. The Corporation has provided amortization on its capital assets based 
on their estimated remaining useful lives, using the straight-line method of calculation, as follows: 


Prince Colliery 2-20 years 
Phalen Colliery 2-8 years 
Coal Preparation Plant 15 years 
Devco Railway 4-20 years 
Other assets 4-20 years 


All costs related to the exploration and development of the Donkin-Morien Development project 
have been expensed in prior years because the future economic benefits of the project were 
uncertain. 


Foreign Currency Translation 


Monetary assets and liabilities are translated at exchange rates in effect at the balance sheet 
date. Revenue and expenses are translated at the rate of exchange prevailing on the transaction 
date. The resulting foreign currency gains and losses are included in the results of operations. 


Pension Costs 


Current service pension costs are actuarially determined and are included in the cost of product 
sold. All other pension costs are included in Workers’ Compensation and pensions. These costs 
include the initial unfunded liability and adjustments arising from experience gains and losses 
amortized over the estimated average remaining service life of employees. 


Development Costs 


Development costs incurred prior to commercial production are capitalized and subsequently 
charged to operations on the straight line basis of amortization over the estimated useful life of the 
related asset. Any proceeds from the sale of coal produced during the development of mining 
properties prior to commercial production are used to offset the capitalized development costs. 
After a mine property has been brought into commercial production, costs of development on that 
property are expensed as incurred except for those of an exploratory nature that are deferred and 
amortized over the life of the asset. 


Provision for Environment 
Future decommissioning and site restoration: 
Future removal and decommissioning costs and future site restoration and reclamation costs of 


operating sites are recognized when they can be reasonably estimated. Costs are capitalized 
only if future economic benefits are anticipated. 


Notes to the Financial Statements 


YEAR ENDED MARCH 31, 1998 (in thousands of dollars) 


Ongoing environmental costs: 


Costs for ongoing environmental activities related to mine drainage and water treatment, in addition 
to the general protection of the environment are recognized when they can be reasonably estimated. 
Costs are capitalized only if future economic benefits are anticipated. 


j) Provision for Early Retirement and Restructuring 


The Corporation recognizes the net present value of liabilities for early retirement incentives, 
severance, education, and relocation allowances related to workforce reductions when the decision 
has been approved by the Government of Canada and an estimate of the anticipated future costs 
can be reasonably calculated. In addition, the Corporation recognizes estimated future costs 
associated with standby maintenance of non-operating assets when no future economic benefit is 
expected. 


Management recognizes changes in the net present value of this liability from the original estimate, 
based on the results of actual experience. 


4. CHANGE IN ACCOUNTING POLICY 


Effective March 31, 1998 the Corporation changed its accounting policy regarding the recognition of the 
expense and liability for the costs of benefits specified and administered by the Workers’ Compensation 
Board of Nova Scotia for work-related injuries of current and former employees. Prior to this date, the 
Corporation only recognized an expense for the amount of payments made in the year to the Workers’ 
Compensation Board of Nova Scotia. No liability had been recorded in the financial statements to 
recognize the cost of future payments in respect of approved awards and incidents incurred. 


This year, the Corporation recognized the full amount of its actuarially determined liability as at March 
31, 1998 based on an extrapolation of the December 31, 1995 actuarial valuation. This represents the 
present value of the liability based on prior years’ claims, payments and actuarial assumptions. The 
actuarially determined liability consists of: long term disability permanent awards in respect of approved 
awards and incidents incurred but not yet administered as claims; survivor benefits, comprised mainly 
of pension payments for past claims; and other costs consisting mainly of temporary compensation, 
rehabilitation and medical aid in respect of past claims. These amounts are presented on a net present 
value basis, excluding future administration costs. 


The actuary used assumptions, provided by management, in the calculation of the liability including: 
inflation rates, interest rates, mortality rates, and aggregate claim projections for incidents which have 
occurred. The actuarial liability could be materially different if assumptions on which the valuation is 
based vary significantly in future years. 


In future years the Corporation will recognize an annual expense equivalent to the change in the present 
value of the actuarially determined liability. The recorded liability will also change each year as the 
actuarial estimate of the future costs is updated based on actual experience and changes in actuarial 
assumptions. 


The effect of this change in accounting policy has been recorded in the current year as no reliable 
actuarial estimate is available for prior years. As a result of the Corporation’s change in accounting 
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policy, the Statement of Operations includes an additional expense of $139,739 for Workers’ 
Compensation and the Balance Sheet includes an accrued liability for the same amount with $13,500 
included in the current portion of long term provisions and $126,239 as a non-current provision. If the 
accounting policy had not changed, the expense for Workers’ Compensation in 1998 would have been 
limited to $16,282 which represents payments made in the year to the Workers’ Compensation Board of 
Nova Scotia. This amount is recorded on the Statement of Operations as part of cost of product sold 
and Workers’ Compensation and pensions. 


ACCOUNTS RECEIVABLE, NET 


Accounts receivable, net are comprised of the following: 


1998 1997 

Nova Scotia Power Inc. (NSPI), net $ 24,725 $ 19,093 
Miscellaneous receivables, net 575 W253 
$ 25,300 $ 20,346 


The Corporation sells substantially all of its coal production to NSPI using normal commercial terms 
under the provision of a long-term agreement (see also Note 13). 


CAPITAL ASSETS 
1998 1997 
Adjusted Net Adjusted Net 
Cost Accumulated Book Cost Accumulated Book 
Base Amortization Value Base Amortization Value 
Prince Colliery $ 158,480 $ 138,985 $ 19,495 $ 155413 $ 132546 $ 22867 
Phalen Colliery 286,903 206,974 79,929 278,221 185,094 93,127 
Donkin-Morien 

Development Project 80,679 80,679 - 80,679 80,679 - 
Coal Preparation Plant 111,291 111,291 - 110,972 110,972 - 
Devco Railway 97,554 79,526 18,028 97,099 78,210 18,889 
Other assets 67,122 62,834 4,288 66,952 61,689 5,263 


$ 802,029 $ 680,289 $121,740 $ 789,336 $ 649,190 $140,146 


The Corporation signed a letter of intent in April, 1997 to enter into an agreement for the purposes of 
selling the land and transferring the coal leases related to the Donkin-Morien Development Project. 
Such agreement would require further approval. 


Included on the Statement of Operations is a write down and loss on surplus capital assets of $4,876 
(1997 - nil). 


The valuation of capital assets is dependent upon the Corporation overcoming the problems identified 
in Note 2. 
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re 


PENSIONS 


The Corporation maintains defined benefit pension plans on behalf of employees of the Corporation. 
There are two major plans, consisting of a contributory and non-contributory plan. Benefits generally 
are based on employees’ length of service and rate of pay. The present value of pension plan benefits 
and current pension expense are independently determined by the Corporation’s amas based on 
assumptions provided by management. 


The Corporation’s pension costs and obligations for the non-contributory pension plan as at March 31 
consist of: 


1998 1997 
Pension fund assets (market value) $ 295,221 $ 255,064 
Pension obligations (actuarial value) 270,693 254,648 
Surplus $ 24,528 $ 416 
Pension contributions $ 123 $ 27,000 
Pension expense $ 6,110 $ 10,045 


The difference between pension contributions and pension expense is recorded as an adjustment to 
deferred pension costs. 


The Corporation’s pension costs and obligations for the contributory plan as at March 31 consist of: 


1998 1997 
Pension fund assets ( market value) $ 66,559 $ 56,051 
Pension obligations (actuarial value) 45,519 42,609 
Surplus $ 21,040 $ 13,442 
Pension expense $ (1,179) $ 826 


The difference between pension contributions and pension expense is recorded as an adjustment to 
deferred pension costs. 


The total pension expense for the year is $4,931 (1997 - $10,871). The current service portion of 
$3,020 (1997 - $1,429) is included in the cost of product sold. 


The valuation of both pension plans is based on management’s assumption that the human resources 
strategy related to restructuring approved in 1996 will not significantly affect the average age and 
retirement profile of the workforce. Management believes there will be no material effect on plan 
participation levels from workforce reductions. 


EARLY RETIREMENT AND RESTRUCTURING 


This provision consists of estimates of the cost of early retirement and restructuring initiatives when 
approval of such decisions is obtained. Changes to these estimates based on actual experience are 
recognized in the results of operations. As part of the corporate restructuring initiatives begun in 1996/ 
97, the Corporation is committed to reducing its workforce by a total of 658 employees by March 31, 
2001. At March 31, 1998 the Corporation has reduced its workforce by a total of 363 under these 
initiatives. 

Jaf 
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Management made significant assumptions in preparing estimates of this provision, including: interest 
rates for discount factors and price indexation for the non-current portion of the liability; planned date of 
employee reductions; Canada Pension disability award rates; and the number of reductions. The 
estimates of liabilities, based on the above, could be significantly different if the key assumptions used 
by management for major determinants of the estimate vary from those planned. Standby maintenance 
included in this provision is based upon management's intention for the use of capital assets as outlined 
in its approved 1997/98 to 2001/02 Corporate Plan. The estimate of this liability could be significantly 
different if the Corporation varies its intended use of capital assets and its decision to keep certain non- 
operating assets available for use. Management recognizes changes in this liability from the original 
estimate based on updated assumptions and actual experience. The statement of operations includes 
a charge of $17,899 (1997 - $10,043) for interest charges and changes in management's estimate. 
Management's estimate for the liabilities associated with early retirement and restructuring at March 
31, including current and non-current amounts is: 


1998 1997 

Human resource strategy (1996) $ 65,381 S. 255,055 
Lingan colliery closure 25,738 33,381 
Other early retirement incentives 15,393 15,248 
Standby maintenance 9,428 10,836 
115,940 115,020 

Less: current portion 11,041 9,472 
Non-current portion $ 104,899 $ 105,548 


PROVISION FOR ENVIRONMENT 


The Corporation’s provision for environment includes anticipated future costs related to: decommissioning 
and site restoration and reclamation; and other environmental activities related to mine drainage water 
treatment and general environmental protection. These estimates are based on meeting the 
requirements of applicable environmental laws and regulations and for the general protection of the 
environment in accordance with the Corporation’s environmental policy. The estimate of the liability for 
these costs will be revised as the Corporation develops and implements closure and post closure plans 
in future years. Those plans will be developed in relation to the Corporation’s environmental policy and 
applicable legislation at that time. The estimate of liabilities, based on the above, could be significantly 
different if future plans change as a result of revisions in management’s assumptions or legislation. 


Management's estimate of the liabilities associated with the provision for environmental projects at 
March 31, including current and non-current amounts is: 


1998 1997 

Mine drainage and water treatment $ 3,000 $ 5,080 
Removal, decommissioning and future site 

restoration and reclamation 8,753 9,402 

General environmental protection 9,668 8,500 

21,421 22,982 

Less: current portion 830 2,423 

Non-current portion $ 20,591 $ 20,559 
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10. REPAYABLE APPROPRIATIONS FROM FUTURE PROFITS 


a. 


12. 


Since April, 1996, the Government of Canada has provided the Corporation with repayable appropriations 
totalling $65,605 (1998 - $22,105 and 1997 - $43,500) approved by the Parliament of Canada. 
Repayment conditions for appropriations received to March 31, 1997, in the amount of $43,500, have 
been negotiated with the Government of Canada. Minimum annual payments, beginning in the year 
1999-2000, have been established as the greater of the annual amount of $6,343 or fifty percent of the 
Corporation’s cash flow, except in the first year where the annual amount is limited to the interest 
amount of $3,271. Repayment terms for the funding received in the current year have not yet been 
negotiated with the Government of Canada. 


COMMITMENTS AND CONTINGENCIES 


a) 


b) 


c) 


d) 


The Corporation has an operating lease for office space in the General Mining Building where it 
maintains its administrative offices. The lease is for a twenty year period ending in 2004. The 
annual lease payments fluctuate with changes in the lessor's mortgage interest rates. Current 
minimum annual lease payments are $1,106, at an interest rate of 5.85% (1997 - $1,203 at 8%). 


In the ordinary course of business, various claims and lawsuits have been brought against the 
Corporation. It is the opinion of management that the settlement of these actions will not result in 
any material liabilities beyond any amounts already recorded. The Corporation intends to oppose 
these matters in their entirety. 


The Corporation self insures against the potential loss of underground assets and for a portion of 
its liability insurance. 


The Corporation believes its operations are in compliance with all applicable environmental laws 
and regulations, in all material respects. The Corporation recognizes a provision based on 
management's estimate of these costs where such costs can be reasonably estimated. Such 
estimates are subject to adjustment based on changes in laws and regulations and as new 
information becomes available. 


CORPORATE TAXES 


a) 


The Corporation has had its income tax returns for the years 1983-1996 assessed by Revenue 
Canada Taxation. Revenue Canada Taxation has taken the position that Parliamentary 
appropriations to the Corporation in respect of operating losses are taxable as income from a 
business or property and that appropriations in respect of capital acquisitions reduce the capital 
cost of the Corporation’s property. Management opposes this view and has exercised the 
Corporation’s right to formally challenge Revenue Canada Taxation’s interpretation. Currently, 
management is holding discussions with Revenue Canada to resolve this issue. 


No amounts have been recognized in the financial statements for any costs that could be associated 
with Revenue Canada Taxation successfully applying its interpretation. However, management is 
of the opinion that, even if Revenue Canada Taxation is successful in applying its interpretation, 
there is no significant income tax liability as at March 31, 1998 because of existing loss carry- 
forwards and income tax credits. 
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13. 


14. 


To 


The Corporation has not recognized loss carry-forwards for income tax purposes in the financial 
statements because, at this time, these losses have no realizable value to the Corporation. 


b) The Corporation has recognized a provision for Large Corporations Tax based on the reported 
value of its net assets. However, the ultimate disposition of this liability is subject to the resolution 
of the issues under discussion with Revenue Canada Taxation as referred to above in Note 12 (a). 


LONG TERM AGREEMENT 


The Corporation has an agreement with Nova Scotia Power Inc. (NSPI) to supply coal, as specified in 
that agreement, until 2010. The parties renegotiate quantities, tolerance on qualities and prices every 
five years. The current terms related to those items expire on December 31, 1999. 


The parties’ performance of this agreement in accordance with its terms is necessary to the future 
operations of the Cape Breton Development Corporation and the fulfillment of its 1997/98 to 2001/02 
Corporate Plan. 


RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created 
departments, agencies and Crown corporations. The Corporation enters into transactions with these 
entities in the normal course of business. In addition to these transactions, the Government of Canada 
has advanced appropriations repayable from future profits to the Corporation (see also Note 10) and 
provides working capital advances, at current interest rates, repayable within one year, based on cash 
flow requirements. 


The Chairman of the Board of Directors of the Corporation has ownership interests and/or serves on 
the Board of Directors of companies which conduct business with the Corporation. The transactions 
between these parties relate mainly to the transportation of coal. These transactions are within the 
normal course of business and are subject to necessary approval and disclosures which exclude the 
participation of the Chairman of the Board of Directors of the Corporation. 


COMPARATIVE FIGURES 


Certain of the comparative figures in these financial statements have been restated to conform with 
the current presentation. 
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LETTER TO THE MINISTER 


CAPE BRETON = SOCIETE DE 
DEVELOPMENT DEVELOPPEMENT 
CORPORATION DU CAP-BRETON 


1999-06-17 


Honourable Ralph Goodale, P.C., M.P. 
Minister of Natural Resources 

21st Floor 

580 Booth Street 

Ottawa, Ontario 

K1A OE4 


Dear Mr. Minister: 


On behalf of the Board of Directors, I am pleased to enclose the Financial 
Statements and Auditor’s Report for the Corporation for the fiscal year ended 
March 31, 1999. This annual report is submitted in accordance with the provisions 
of the Financial Administration Act and the Cape Breton Development Corporation 
Act. 


Respectfully, 


grain 


oseph P. Shannon 
Chairman 


P.O. Box 2500, Sydney, N.S., Canada B1P 6J9_ Tel: (902) 842-2600 Fax: (902) 842-2589 
C.P. 2500, Sydney, N-E, Canada B1P 6J9_ Tel: (902) 842-2600 Fax: (902) 842-2589 


CORPORATE PROFILE AND DIRECTORY 
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Profile 


The Cape Breton Development Corporation was 
formed by an Act of Parliament in 1967 and is 
wholly owned by the Government of Canada. 
Located on Cape Breton Island, Nova Scotia, 
this Crown corporation is the largest coal pro- 
ducer in Eastern Canada. With approximately 
1,650 employees, it also is one of the largest 
industrial employers in Atlantic Canada. The 
Corporation operates two collieries with fully 
integrated support facilities for the preparation 
and distribution of coal to Canadian and inter- 
national markets. Assets at March 31, 1999, 
totaled $121M. Coal sales for 1998/99 were 
approximately 1.5 million tonnes, yielding rev- 
enues of $98.9M. 


Office Location 


The head office is located at: 


General Mining Building 
95 Union St. 

Glace Bay, Nova Scotia 
BIA 2P6 


Mailing address: 
P.O. Box 2500 
Sydney, Nova Scotia 
BIP 6K9 


Telephone: 902-842-2600 
Pax: 902-842-2589 


Directory 


Board of Directors 


Joseph P. Shannon (Chairman) 
Port Hawkesbury, Nova Scotia 


Alex G. Balogh 
Oakville, Ontario 


Allan J. MacIntyre 
Ottawa, Ontario 


James D. MacLellan 
Glace Bay, Nova Scotia 


Joseph M. MacMullen 
St. Peters, Nova Scotia 


George R. White 
Sydney Mines, Nova Scotia 


Committees of the Board 
Audit 


Environment 
Pension Fund Investment 


Officers 


George R. White 
President & C.E.O. 


Merrill D. Buchanan 
Vice President & Corporate Secretary 


YEAR AT A GLANCE 
aN EN Sa Eh TT ER SN SE RT EIT TEE 


* On January 28, 1999 the Federal Government announced the future direction of the Corpora- 
tion along with an associated human resource strategy. 


¢ At Prince Colliery 9 East wall began operation as a contingency replacement for 15 West wall. 


¢ Phalen Colliery experienced two significant roof falls, resulting in reduced production. 


¢ Prince Colliery continued the development of the first North/South wall. 


¢ For the second consecutive year, pension enhancements were made to the Contributory Plan 
benefiting both the active and retiree participants. 


FINANCIAL SUMMARY 


$’s in thousands 1999 1998 
Revenue $98,921 $167,917 
Loss from Current Operations $(29,469) $(8,831) 
Capital Expenditures $7,934 $12,693 
Total Assets $120,919 $219,375 
Sales (O00’s tonnes) RASS 2,566 
Saleable Production (000’s tonnes) 1,818 In eyeye) 
Output per person shift (tonnes) oe Ses) 
Employees 635 1,738 


MESSAGE FROM THE PRESIDENT 
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This year’s annual report, the thirty-third in the history of the Corporation, recounts a year filled 


with highs and lows. 


Without question, we have been making progress on some of the major mining and technical 
issues facing our company. We saw the continuation of development of the first North/South 
wall at Prince Colliery and we saw better results in controlling ventilation, maintenance, water 
and physical conditions at Phalen Colliery. There was not enough of an improvement, however, 
to assure our financial success. Poor roof conditions on 15 West at Prince Colliery and two 
significant roof falls at Phalen Colliery seriously reduced our planned outputs and resulted in 


inventory shortfalls and reduced sales to our main customer, Nova Scotia Power Inc.. 


By the end of the second quarter, revenue shortfalls, geological conditions and safety 
considerations at our Phalen Colliery prompted a rethinking of the five year plan initiated in 
1996. Over $44M in appropriations were required to meet obligations during the year and in 
January our owner, the Federal Government, announced that our operation at Phalen would be 
closed when production on 8 East ceases and that a process will be initiated to sell the 
Corporation’s operations. Appropriate human resources provisions, including early retirement 
incentive plans and severance arrangements, were also announced for those employees who will 


be displaced. 


I concur with the difficult decisions taken by our Board of Directors and the Government of 
Canada. Over the past three years we have introduced management practices and improvements 
which should have made a difference. Our quality management program involved our 


employees in our decision making process, our human resource strategy provided for changes 


from downsizing and we gained on improving customer service and product quality. A 
continuing strong commitment by all, especially our safety and health organization, enabled us 


to improve our accident statistics and maintain our frequency rate again this year. 


As we look to the future there is no doubt that the North/South mine plan at Prince Colliery has 
the potential for great success. The extraordinary work of our facemen at Phalen Colliery 
during the months of January and February demonstrates how successful we can be if conditions 
are favourable. All of this has to continue to assure the viability of a privatized mining 


operation. 


I wish to thank Mr. Shannon, our Chairman, and our Board of Directors for their ongoing 
direction and sheer hard work that went into their stewardship this year. I would also like to 
thank all of our employees for their ability to stay focused in dealing with the issues at hand 


during this time of significant change. 


ye wh 


George R. White, P.Eng. 
President & C.E.O. 


MANAGEMENT DISCUSSION AND ANALYSIS 


Financial Review 


Sales for the fiscal year 1998/99 generated revenue of $98.9 million on a volume of 1,453,000 
tonnes. This compares to 1997/98 revenue of $167.9 million when 2,566,000 tonnes were sold. 
Production difficulties and roof falls at both Prince and Phalen collieries led to a depletion of the 
Corporation’s coal inventories and a reduction in sales to the Corporation’s major customer, Nova 
Scotia Power Inc.. 


Cost of product sold decreased to $94.9 million from the previous year’s $138.5 million. Costs 
were significantly reduced at Phalen Colliery as a result of the curtailment of development activi- 
ties. Coal inventories were increased on a year over year basis by in excess of 350,000 tonnes, as 
the Corporation completed the necessary task of rebuilding its inventories. External freight costs of 
$2.2 million represent the delivery cost associated with moving our coal to the customer using 
external rail services. General and administrative costs of $6.6 million continue the declining trend 
of recent years as the Corporation restructures. 


On the non-operating cost side, the expense for early retirement and restructuring of $148.3 million 
includes the cost of the human resource strategy provided as part of the January 28, 1999 decision 
on the future of the Corporation. In order to mitigate the impact of the announcement on the 
employees of the Corporation, the Government of Canada committed to provide funding to imple- 
ment an additional early retirement incentive program, a severance program and a retraining pro- 
gram which have an estimated present value of approximately $111.0 million. The expense for 
early retirement and restructuring also includes the impact of revised management estimates and a 
curtailment loss on the non-contributory pension plan. 


The Corporation engaged environmental consultants to assess its anticipated future environmental 
costs. On the basis of this assessment, the Corporation recorded its best estimate of the liability, 
resulting in a charge to the statement of operations of $89.0 million, bringing the liability to $110.0 
million. The Corporation has also recognized a write-down of capital asset values in the amount of 
$55.7 million at Phalen Colliery and the Devco Railway, reflecting the future direction of the Cor- 
poration. 


Effective April 1, 1998 the Corporation adopted the new accounting recommendations with respect 
to employee future benefits. This change in accounting policy affects the recognition of pension 
expense, the carrying value of deferred pensions and the recognition of the expense and liability for 
the costs of employee future benefits. The opening deficit includes a charge of $28.8 million to 
reflect this change in accounting policy. 


MANAGEMENT DISCUSSION AND ANALYSIS 


Six Year Statistical Summary 


Financial (millions of dollars) 1999 


Revenue 

Profit (Loss) from Current Operations 
Loss for the Year 

Capital Expenditures 

Government Appropriation 


Sales (000’s tonnes) 
Nova Scotia Power 
Export 

Other Domestic 
Total 


Saleable Production 
Tonnes (000’s) 
Output/Manshift (Tonnes) 


1994 


Employees (Total) 1,635 1,738 1,894 


Sales Revenue (millions of dollars) Profit (Loss) from Current Operations Capital Expenditures 
(millions of dollars) (millions of dollars) 
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MANAGEMENT DISCUSSION AND ANALYSIS 
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Financial Review (Continued) 


The activities of the Corporation in the year were financed principally from parliamentary 
appropriations totaling $44.0 million and working capital advances of $12.3 million. The Corporation 
used $2.5 million to finance current operations, invested $7.9 million in the purchase of capital 
assets primarily for mining equipment at Prince Colliery and received proceeds of $1.6 million on 
the sale of capital assets. It also expended $21.3 million on payments for early retirement and 
restructuring, $18.0 million for workers’ compensation payments and $0.4 million on environmental 
projects. 


Human Resources 


During the fiscal year, the Corporation continued its workforce rationalization plan. Our total 
workforce at March 31, 1999 was 1635 employees, a reduction of 103 employees compared to last 
year. Pensions and severance packages accounted for the majority of the workforce reductions and 
normal attrition accounted for the remainder. 


During the year, 581 of our employees recorded perfect/near perfect attendance. Absenteeism at 
12.6%, was up marginally from last year. Reported accidents were reduced by 17.3% compared to 
last year and lost time accidents were 20.9% lower than the previous year. 


Collective agreements with two of the bargaining units expired during the fiscal year. Negotiations 
with these units will take place during the upcoming year. 


Recognizing the importance of a highly skilled workforce, the Corporation continued its commit- 
ment to training and education of employees. A total of 368 training programs were presented to 
employees during the year. This represents 2,984 employee days of participation. 


Thirty bursaries as well as seven renewable scholarships were awarded to students of our employ- 
ees. These awards represent a contribution of nearly $30,000 in educational assistance. 


The January 28th, 1999 announcement by the Federal Government regarding the future of the Cape 
Breton Development Corporation included a $111.0 million commitment for a human resources 
package to mitigate the impact of these actions on the employees of the Corporation. The package 
included implementation of the following programs: 


MANAGEMENT DISCUSSION AND ANALYSIS 


¢ An additional Early Retirement Incentive (ERI) Program that is forecast to provide benefits for 
up to 340 more employees at an annual benefit of up to $22,900 consistent with the 1996 
rationalization plan. Employees who, by the end of December 1998, were 48 years of age and 
will have a total of 75 points by the time they turn 50 will have an opportunity to draw ERI 
benefits. This program will include ERI benefits to 223 employees by December 1999 and 117 
more employees by December 2000. 


¢ Approximately 650 additional employees, who are not eligible for ERI, will be provided with a 
severance package which for most employees will yield an enhanced benefit level to that previ- 
ously available. The severance package will be specific to each employee’s years of service. 
The enhancements to the severance will be specific to this workforce adjustment and will be in 
effect over the remaining life of Phalen Colliery. 


¢ A retraining program will be developed in partnership with the management and unions of the 
Corporation as well as the University College of Cape Breton, the Nova Scotia Community 
College, CB Business College and the Human Resource departments of the federal and provin- 
cial governments. Up to $5 million has been set aside for this program which will allow em- 
ployees who take a severance package to be reimbursed for training expenses up to a maximum 
of $8,000. 


The Corporation is committed to assisting employees through this period of profound change. This 
support is demonstrated through the implementation of initiatives such as resume preparation, job 
identification searches and arranging for employee financial counseling services. In addition, the 
Corporation expanded its Employee Assistance Program to provide increased assistance to em- 
ployees and their families. 


Subsequent to the announcement on January 28, 1999, there have been numerous meetings with the 
various stakeholders. Those stakeholders include the four bargaining units, CBDC management 
and employees, and community groups. Discussions at these sessions pertained to the impact of 
the announcement. 


Employees of the Corporation continued their support of community fund-raisers including, the 
United Way Campaign and Curl for Cancer. 


MANAGEMENT DISCUSSION AND ANALYSIS 
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Pension Plans 


The Corporation is the administrator of two registered pension plans on behalf of the employees of 
the Corporation. The plans are registered for purposes of the Pension Benefits Standards Act, 1985 
and the Income Tax Act. The plans consist of a contributory and a non-contributory plan. Both 
plans are defined benefit plans with the benefits generally based on employees’ length of service 
and, in the case of the contributory plan, on the amount of career earnings. 


Having achieved a major objective during 1997 by becoming fully funded on both a going-concern 
and a wind-up valuation basis, the Non-Contributory Plan maintained the position in 1998 and 
1999. Continued favourable investment performance occurred during the year and the Corporation 
did not have to make any contribution because of the surplus existing in this plan. Favourable 
investment returns also maintained the Contributory Plan in a strong financial position. This posi- 
tion was a direct benefit to both the active and retiree participants of this plan as, for the second 
consecutive year, the Corporation approved significant benefit enhancements for both groups. 


As the announced significant reduction in the Corporation’s workforce occurs, partial plan termi- 
nations will be triggered for these plans. This process is a formal event under the Pension Benefits 
Standards Act, 1985 and is reviewed and approved by the Office of the Superintendent of Financial 
Institutions. All employees involved in a partial plan termination are treated as having their ac- 
crued pension benefits fully vested. This means that there is no loss of benefits earned by member- 
ship in the plans up to the time employment ceases. It is important to note that the financial security 
of the pension benefits remains unchanged. 


Non-Contributory Pension Plan Funded Position 
(millions of dollars) 
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ees Liabilities 
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Year 2000 Review 


The Year 2000 (Y2K) issue exists as a potential problem where information technology, computers 
or digital devices are used. The problem stems from the fact that some computer programs use two- 
digit date coding and will not properly recognize the year 2000. The Cape Breton Development 
Corporation has been working on the issues associated with the millenium date problem for more 
than three years. The areas of interest to the Corporation in this regard are: 


* corporate computer and personal computer (PC) based computing; 
* transactions involving external organizations; 

* operations technology involving monitoring and control systems; 
* our customers’ interests; 

* our suppliers’ readiness for year 2000 issues. 


Since 1992, all new development has been designed and written to be Y2K compliant. Existing 
older systems were reviewed and a status report prepared in May, 1996. Conversion work was 
scheduled into the maintenance workload and converted systems were placed in production as 
completed. 


The Corporation’s Year 2000 Project is essentially complete. Information systems, embedded sys- 
tems, and buildings and facilities were catalogued and assessed for Y2K compliancy. Necessary 
modifications were made, tested and installed. The target date for full compliancy is June 30, 1999 
and the project is considered to be more than 98% complete as of March 31, 1999. 


Based on the project results to date, a Year 2000 Contingency Plan has been completed and ap- 
proved. This plan addresses the potential of Y2K problems and provides action plans to insure the 


safety of employees and general business continuity. 


All Y2K related systems will be closely monitored for the balance of 1999 and beyond as required. 


CORPORATE GOVERNANCE 

(ya a 
Board of Directors Role and Responsibilities 

The Board of Directors of the Cape Breton Development Corporation is responsible for the man- 
agement of the business and affairs of the Corporation. The President is the chief executive officer 
of the Corporation and has, on behalf of the Board, the direction and control of the business. The 
Board’s main responsibilities are to: 

* approve the Corporation’s strategic direction and corporate plan; 

* approve the operating and capital budgets; 

e monitor corporate performance; 

¢ make, amend or repeal any by-laws that regulate the business or affairs of the Corporation; 


* ensure that proper financial management practices and control systems are maintained; 


* approve the annual financial statements. 


Board/Committee Structure 


The Board of Directors is comprised of the Chairman, the President and C.E.O., and five other 
directors. The Chairman and the President are appointed by the Governor in Council, after consul- 
tation with the Lieutenant Governor in Council of Nova Scotia. The other directors are appointed 
by the Minister with the approval of the Governor in Council. Two of these other directors are 
appointed on the recommendation of the Lieutenant Governor in Council of Nova Scotia. 


The Board of Directors holds meetings as required throughout the year to perform its responsibili- 
ties. During the 1998/99 fiscal year, the Board held eight meetings. To fulfill some of its responsi- 


bilities and to assist the Board in making decisions, the Board has formed three committees. These 
committees and the responsibilities of each are as follows: 


Audit Committee 


* considers the audit plans of the Corporation’s external auditor; 


* reviews the Corporation’s annual audited financial statements and recommends on approval of 
these statements and on acceptance of the auditor’s report by the Board; 
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* oversees internal audit of the Corporation; 


* reviews and advises the Board on the plan and report of any Special Examination of the Corpo- 
ration. 


Environment Committee 
¢ develops and recommends, for Board approval, an overall Environmental Management Plan for 
the Corporation which will establish policies and objectives to ensure compliance with all ap- 


plicable environmental laws; 


* reviews management’s action plans and budgets for dealing with environmental issues during 
the year; 


* discusses, investigates and monitors the main categories of applicable environmental risks and 
consequences relevant to the Corporation’s circumstances; 


* ensures that the Board is informed on all significant environmental issues affecting the Corpo- 
ration. 


Pension Fund Investment Committee 


¢ develops and, from time to time, amends the statements of investment policies and goals for the 
pension funds; 


* recommends to the Board on the engaging of professional advisors such as consulting actuar- 
ies, plan trustees, investment managers, and such other experts as may be required to prudently 
handle investment functions. 


* monitors the investment returns and performance of the fund managers; 


* in consultation with the Pension Board, makes recommendations to the Board of Directors on 
proposed pension plan amendments. 


FINANCIAL REPORTING 


cB ea ITE IS SE 


The accompanying financial statements of the Cape Breton Development Corporation and all information in 
this report are the responsibility of management and have been approved by the Board of Directors. The 
financial statements include some amounts that are necessarily based on management's best estimates and 
judgement. 


The financial statements have been prepared by management in accordance with generally accepted ac- 
counting principles. Financial information presented elsewhere in the annual report is consistent with that 
contained in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management main- 
tains financial and management control systems and practices designed to provide reasonable assurance that 
transactions are authorized, assets are safeguarded and proper records are maintained in accordance with the 
Financial Administration Act and regulations as well as the Cape Breton Development Corporation Act and 
by-laws of the Corporation. The system of internal controls is augmented by Internal Audit which conducts 
periodic reviews of different aspects of the Corporation's operations. In addition, the internal and external 
auditors have ready access to the Audit Committee of the Board, which oversees management's responsibili- 
ties for maintaining adequate control systems and the quality of financial reporting. 


These financial statements have been independently examined by the Corporation's auditor, the Auditor 
General of Canada, and his report is included herein. 


Pi bet ana 
PEO PEng. M.D. Buchanan, CA 


President and C.E.O. Vice-President and Corporate Secretary 


AUDIT COMMITTEE REPORT 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. In order 
to carry out this responsibility, the Committee, composed entirely of directors independent of management, 
meets at least twice a year to review the Corporation's financial statements and recommend their approval to 
the Board of Directors. The Audit Committee also reviews any reports prepared by the Corporation's inter- 
nal and external auditors relating to its accounting policies and procedures, as well as its internal controls. 
The Committee meets independently with management, internal auditor and external auditors to review the 
involvement of each in the financial reporting process. These meetings are designed to facilitate any private 
communication with the Committee desired by each party. 


seph M. MacMullen, FCA 
Chairman of the Audit Committee 


AUDITOR'S REPORT AND FINANCIAL STATEMENTS 


BT NTE SGN NRE TOE MI NNO TY a ETTORE 
YEAR ENDED MARCH 31, 1999 


AUDITOR'S REPORT 


(Se ga ST I TY 


YEAR ENDED MARCH 31, 1999 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR'S REPORT 


Ta the Minister of Natural Resources 


| have audited the balance sheet of Cape Breton Development Corporation as at March 31, 1999 
and the statements of operations, deficit, and changes in financial position for the year then 
ended. These financial statements are the responsibility of the Corporation's management. My 
responsibility is to express an opinion on these financial statements based on my audit. 


| conducted my audit in accordance with generally accepted auditing standards. Those standards 
require that | plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 1999 and the results of its operations and the changes 
in its financial position for the year then ended in accordance with generally accepted accounting 
principles. As required by the Financial Administration Act, | report that, in my opinion, these 
principles have been applied, except for the change in the method of accounting for employee 
future benefits as explained in Note 4 to the financial statements, on a basis consistent with that of 
the preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my 
audit of the financial statements have, in all significant respects, been in accordance with Part X of 
the Financial Administration Act and regulations, the Cape Breton Development Corporation Act 
and the by-laws of the Corporation. 


L. Denis Desautels, FCA 
Auditor General of Canada 


Ottawa, Canada 
June 1, 1999 


STATEMENT OF OPERATIONS 


YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


Revenue 


Expenses 
Cost of product sold 
External freight 
General and administrative 
Amortization 


Loss from current operations 

Deduct 
Early retirement and restructuring (Note 12) 
Provision for environmental costs (Note 14) 
Write-down of capital assets (Note 7) 


Workers' Compensation and 
employee future benefits (Notes 8, 9 and 13) 


Loss before taxes 
Corporate taxes (Note 11) 


Loss before change in accounting policy and parliamentary 
appropriation 


Change in accounting policy for Workers' Compensation (Note 4) 
Loss for the year before parliamentary appropriation 
Parliamentary appropriation (Note 15) 


Loss for the year 


See accompanying notes. 


148,336 
89,041 
55,740 


17,594 


___ 310,711 


(340,180) 
203 


(340,383) 


(340,383) 


__ 40,662 


$2299, 721) 


1998 


pee 67 O17, 


138,536 
4,846 
7,143 

20,223 


176,748 


(8.831) 


17,899 


4,876 


15,486 


38,261 


(47,092) 
390 


(47,482) 
[BOWS 


(187,221) 


pee US 2221) 


STATEMENT OF DEFICIT 


SBE eT BS I 


YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


1999 1998 
(Deficit) Equity, beginning of year: $ (86,746) $ 78,370 
Adjustment to deficit, beginning of year 
Change in accounting policy (Note 4) (28,861) - 
(Deficit) Equity, beginning of year restated: (115,607) 78,370 
Add (deduct): 
Parliamentary appropriation for reorganization (Note 15) 3,358 22,105 
Loss for the year (299,721) (187,221) 
(296,363) (165,116) 
Deficit, end of year: $ (411,970) $ (86.746) 


See accompanying notes. 


BALANCE SHEET 
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AS AT MARCH 31, 1999 (in thousands of dollars) 


Assets 
Current assets 
Cash and term deposits (Note 5) 
Accounts receivable, net (Note 6) 
Inventories 
Coal 
Operating materials and supplies 
Capital assets (Note 7) 
Deferred pension costs (Notes 4 and 8) 
Liabilities 


Current liabilities 
Accounts payable and accruals 
Working capital advances (Note 10) 
Corporate taxes payable (Note 11) 
Current portion of long term provisions (Notes 12, 13 and 14) 


Provision for early retirement and restructuring (Note 12) 
Provision for Workers' Compensation (Note 13) 

Provision for environmental costs (Note 14) 

Provision for other employee future benefits (Notes 4 and 9) 


Deficit 
Deficit of Canada 
Future of the Corporation (Note 2) 


Commitments and contingencies (Note 16) 
See accompanying notes. 


Approved on behalf of the Board 


Lawns 


Director * 


1999 


$ 11,820 
14,310 


16,533 


6,562 


49,225 


48,745 


22,949 


$ 120,919 


$ 24,067 
12,338 
4,439 


23,847 


64,691 


217,716 
132,392 
109,215 


Soils) 


532,889 


(411,970) 


$120,919 


1998 


$ 4,005 
25,300 


7218 
7,998 


39,581 


121,740 
58.054 


peeeeg 9.375 


$ 24,785 


4,236 
Pero 
54,392 


104,899 
126,239 
20994 


306,121 


86,746 
pee 219375 


Pear MMA, MU MEE A Director 


STATEMENT OF CHANGES IN FINANCIAL POSITION 


Ee Eg A TS a 


YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


Net inflow (outflow) of cash related to 
the following activities: 


Operating 

Loss for the year 

Items not affecting cash 
Amortization of capital assets 
Write-down of capital assets 
Loss (gain) on disposal of assets 
Early retirement and restructuring 
Provision for environmental costs 
Pension expense 
Workers' Compensation 
Changes in non-cash operating working capital items 


Payments for early retirement and restructuring 
Payments for Workers' Compensation 
Payments for environmental costs 

Pension contributions 


Financing 

Increase in working capital advances 

Receipt of parliamentary appropriation for reorganization 
Investing 

Purchase of capital assets 

Proceeds from sale of capital assets 
Net inflow (outflow) of cash 


Cash and term deposits, beginning of year 


Cash and term deposits, end of year 


See accompanying notes. 


— 
\o 
\S 


$ (299,721) 


24,582 
55,740 
(1,040) 
148,336 
89,041 
6,288 
17,290 
(2,344) 
38,172 


(21,267) 
(18,037) 
(462) 


(1,594) 


12,338 


3,358 
__15,696 
(7,934) 

1,647 


6,287 


7,815 


4,005 


$ 11,820 


— 
\o 
le“) 


o) (hs7220) 


26,223 
4,876 


17,899 


4,931 
156,021 


2,802 
19927 


(16,979) 
(16,282) 
(1,561) 
(123) 
(15.018) 


22,105 


225105 


(12,693) 
(12,693) 
(5,606) 


ool 


$ 4.005 


NOTES TO THE FINANCIAL STATEMENTS 


YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


1. AUTHORITY AND OBJECTIVES 


The Corporation was established in 1967 for the purpose of reorganizing and rehabilitating the coal industry on 
Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. 


The Corporation, an agent of Her Majesty, is listed as a Schedule III, Part I, corporation for purposes of the 
Financial Administration Act. The Corporation is carrying out restructuring activities as approved in the 1996/97 
to 2000/01 Corporate Plan and in the 1999/00 to 2003/04 Corporate Plan approved by the Governor in Council. 
The Government of Canada is providing funding support for these activities by means of annual appropriations. 
As a result, the Corporation is economically dependent on the Government of Canada. 


Repayable advances from the Government of Canada are also provided for working capital purposes to a limit of 
$50,000, as provided for in the Cape Breton Development Corporation Act. 


The Corporation is subject to provisions of the Income Tax Act. 


2. FUTURE OF THE CORPORATION 


On January 28, 1999, the Government of Canada announced a decision with respect to the future of the Corpora- 
tion. 


As a result of safety, geological and financial risks, operating activity at the Phalen Colliery will be curtailed to 
that required to produce the coal from the 8 East wall which came into production in August, 1998. The produc- 
tion from this wall is expected to be completed in the year 2000. When production on 8 East ceases, the mine will 
be closed. However, circumstances could develop which would result in the immediate closure of the Phalen 
Colliery prior to the planned completion of the wall. 


In order to mitigate the impact of this announcement on the employees of the Corporation, the Government of 
Canada committed to provide funding to implement an additional early retirement incentive program, a severance 
program and a retraining program which have an estimated present value of approximately $111,000. 


As well, the $68,963 repayable appropriation previously advanced to the Corporation to fund earlier corporate 
plans to achieve profitability was forgiven by the Government of Canada. 


The Prince Colliery will continue development of the north/south mine layout. The current mine plan estimates 
future production at an annual level of approximately 1.3 million tonnes with a workforce of approximately 500 
employees. 


The Government also announced that it will initiate a process to sell all of the Corporation's operations. Approval 
of a final sales agreement will require the approval of the Board of Directors, the Government of Canada and 
Parliament. The Corporation has taken the first step to initiate this process by engaging financial advisory serv- 
ices related to the sale process. 


The Corporation will require annual appropriations from the Government of Canada to meet certain obligations 
and commitments as they come due. 
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SER TT a OE 
YEAR ENDED MARCH 31, !999 (in thousands of dollars) 


3. ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with generally accepted accounting 
principles. The significant accounting policies described below are appropriate under the current circumstances. 


a) 


b) 


c) 


d) 


Parliamentary Appropriations 

Parliamentary appropriations provided for operating expenditures are recorded on the statement of opera- 

tions. Parliamentary appropriations received with repayable conditions to implement the Corporation's plan 

for profitability are recorded as equity. 

Management Estimates 

The preparation of financial statements in conformity with generally accepted accounting principles requires 

management to make estimates and assumptions that affect the reported amount of assets, liabilities, rev- 

enues, expenses and the disclosure of contingent liabilities at the date of the financial statements. Despite the 

use of the Corporation's best estimates, it is reasonably possible that the amounts related to the provision for 

Workers' Compensation, capital assets, the provision for early retirement and restructuring, and the provision 

for environmental costs could change materially in the near term. 

Fair Values 

The fair values of financial instruments are determined as follows: 

* Current portion of provisions - using cash flows of estimated future payments without discounting. 

* Provision for early retirement and restructuring - using discounted cash flows of estimated future pay- 
ments for early retirements, based on current interest rates. The component for standby maintenance is 


based on estimated future net cash flows, without discounting. 


¢ Provision for other employee future benefits - using discounted cash flows of estimated future payments, 
based on current interest rates. 


* — Provision for environmental costs - using estimated future payments, with discounting where applicable. 
¢ Workers' compensation benefits - using the actuarial valuation. 
Inventories 


Coal - is valued at the lower of full cost and estimated net realizable value, based on net expected future 
contract price. 


Operating materials and supplies - are valued at the lower of cost, determined on a weighted-average basis, 
and net realizable value. 


i) 
i) 


NOTES TO THE FINANCIAL STATEMENTS 
Sa a aL IS TS OT EL PS IT I I SE TT ES OS SEIS] 


YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


e) 


g) 


h) 


Capital Assets 


Capital assets are valued at the lower of cost less accumulated amortization and the estimated net recoverable 
amount. The Corporation has provided amortization on its capital assets based on their estimated remaining 
useful lives, using the straight-line method of calculation, as follows: 


Prince Colliery 2-20 years 
Phalen Colliery 2 years 

Devco Railway 4-20 years 
Other assets 4-20 years 


Employee Future Benefits 


The Corporation accrues its obligations under employee benefit plans and the related costs, net of plan assets. 
The Corporation has adopted the following policies: 


* The cost of pensions is actuarially determined using the projected benefits method pro rated on service 
and management's best estimate of expected plan investment performance, salary escalation, and retire- 
ment ages of employees. Current service pension costs are included in the cost of product sold and all 
other pension costs are included in Workers' Compensation and employee future benefits. These costs 
include adjustments arising from experience gains and losses amortized over the estimated average re- 
maining service life of employees. 


¢ The cost of other employee future benefits is estimated based on management's best estimate of inflation 
rates for health and related benefits, usage rates, and mortality rates. The cost of these other employee 
future benefits is included in Workers' Compensation and employee future benefits. Management recog- 
nizes changes in the net present value of these liabilities from the original estimate, based on the results of 
actual experience. 


Development Costs 


Development costs incurred prior to commercial production are capitalized and subsequently charged to op- 
erations on the straight-line basis of amortization over the estimated useful life of the related asset. Any 
proceeds from the sale of coal produced during the development of mining properties prior to commercial 
production are used to offset the capitalized development costs. After a mine property has been brought into 
commercial production, costs of development on that property are expensed as incurred except for those of an 
exploratory nature that are deferred and amortized over the life of the asset. 


Provision for Environmental Costs 


The Corporation records anticipated future environmental costs based on management's best estimate of the 
cost of complying with its interpretation of the requirements of appropriate environmental laws and regula- 
tions. These costs exclude any future salvage value that may be realized in carrying out these environmental 
actions. Amounts are discounted where future ongoing payments are anticipated. Costs are capitalized only 
if future economic benefits are anticipated. 
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YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


i) Provision for Early Retirement and Restructuring 


The Corporation recognizes the net present value of liabilities for early retirement incentives, severance, 
education, and relocation allowances related to workforce reductions when the decision has been approved by 
the Government of Canada and an estimate of the anticipated future costs can be reasonably calculated. In 
addition, the Corporation recognizes estimated future costs associated with standby maintenance of non- 
operating assets when no future economic benefit is expected. 


Management recognizes changes in the net present value of this liability from the original estimate, based on 
the results of actual experience and changes in management assumptions. 


j) Provision for Workers' Compensation 


The Corporation recognizes the actuarially determined net present value of liabilities for benefits for work- 
related injuries of current and former employees when awards are approved by the Workers' Compensation 
Board of Nova Scotia, or legislative amendments are made and the anticipated future costs can be reasonably 
calculated. No amount is recognized for future administrative costs. 


Management recognizes changes in the net present value of this liability, based on updated actuarial estimates 
of future costs as a result of actual experience and changes in actuarial assumptions. Adjustments arising from 
actuarial gains and losses are recognized in the year in which they occur. 


4. CHANGE IN ACCOUNTING POLICY 


Effective April 1, 1998 the Corporation adopted the new accounting recommendations of the Canadian Institute of 
Chartered Accountants with respect to employee future benefits. 


a) Pensions 


This change in accounting policy affects the recognition of pension expense and the carrying value of deferred 
pensions related to the contributory and non-contributory pension plans. Both pension plans were revalued at 
April 1, 1998 using a market interest rate for the determination of accrued benefit obligations and fair value 
for plan assets. Prior to this date, the Corporation determined these amounts using management's best estimate 
of long-term interest rates. The effect of this change in accounting policy has been recorded on a retroactive 
basis with a charge to the opening deficit and no restatement of prior financial statements. The opening deficit 
in the statement of deficit includes a charge of $19,986 and the carrying value of deferred pensions has been 
reduced by the same amount. 


b) Other employee future benefits 


This change in accounting policy affects the recognition of the expense and liability for the costs of health- 
care, life insurance, and other benefits provided to recipients of the Corporation's Compassionate Disability 
pension and for the cost of life insurance benefits provided to retirees over the age of 65. Prior to April 1, 1998, 
the Corporation only recognized an expense for the amount of payments made in the year. No liability had 
been recorded in the financial statements to recognize the cost of future payments. This year, the Corporation 
recognized the present value of its estimated liability as at April 1, 1998. The effect of this change in account- 
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YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


ing policy has been recorded on a retroactive basis with a charge to the opening deficit and no restatement of 
prior financial statements. The opening deficit in the statement of deficit includes a charge of $8,875 and the 
balance sheet includes an accrued liability for the same amount. 


c) 1998 change in accounting policy 
In 1997-98, the Corporation changed its accounting policy regarding the recognition of the expense and liabil- 
ity for the costs of benefits specified and administered by the Workers' Compensation Board of Nova Scotia 
for work-related injuries of current and former employees. The Corporation recognized the full amount of its 


actuarially determined liability as at March 31, 1998. This change in accounting policy was made on a 
prospective basis. 


5. TERM DEPOSITS 


The Corporation has credit commercial papers issued by Canadian chartered banks totalling $8,000 (1998 - nil). 
The effective average rate of interest on these term deposits is 5.1% with maturity in April, 1999. The fair value 
of these term deposits approximates their carrying value. 


6. ACCOUNTS RECEIVABLE, NET 


Accounts receivable, net are comprised of the following: 


1999 1998 

Nova Scotia Power Inc. (NSPI), net $ 13,956 8 DAL TDS 
Miscellaneous receivables, net 354 SD) 
$ 14,310 $ 25,300 


The Corporation sells substantially all of its coal production to NSPI using normal commercial terms under the 
provision of a long-term agreement (see also Note 17). 
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YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


7. CAPITAL ASSETS 


1999 1998 
Accumulated Accumulated 

Adjusted Amortization Net Adjusted Amortization Net 

Cost and Write- Book Cost and Write- Book 

Base Downs Value Base Downs Value 
Prince Colliery $ 164,965 $ 145,922 $ 19,043 $ 158,480 $ 138,985 $ 19,495 
Phalen Colliery 286,744 273,544 13,200 286,903 206,974 79,929 

Donkin-Morien 

Development Project 80,679 80,679 - 80,679 80,679 - 
Coal Preparation Plant 111,933 111,933 - t1t291 T1291 - 
Devco Railway 95,218 82,525 12,693 97,554 79,526 18,028 
Other assets 66,967 63,158 3,809 oval 62,834 4,288 
$ 806,506 $ 757,761 $ 48,745 $ 802,029 $ 680,289 $121,740 


Phalen Colliery assets have been written down by $52,740 and the Devco Railway assets have been reduced by 
$3,000 reflecting the future direction of the Corporation as approved in the 1999/00 to 2003/04 Corporate Plan. 


The Corporation signed a letter of intent in April, 1997 to enter into an agreement for the purposes of selling the 
land and transferring the coal leases related to the Donkin-Morien Development Project. Such agreement would 
require further approval. 


PENSIONS 


The Corporation maintains defined benefit pension plans on behalf of employees of the Corporation. There are 
two major plans, consisting of a contributory and non-contributory plan. Benefits generally are based on employ- 
ees' length of service and rate of pay. The present value of pension plan benefits and current pension expense are 
independently determined by the Corporation's actuary based on assumptions provided by management. 


The significant actuarial assumptions adopted in measuring the Corporation's pension obligations are a discount 
rate of 6.25 % (1998 - 7.5%) and an expected rate of return on plan assets of 6.25 % (1998 - 8%). Changes in 
these assumptions from the previous year reflect the change in accounting policy (see also Note 4). The total 
pension expense for the year for both plans is $6,288 (1998 - $4,931), including a valuation allowance of $4,398 
(1998 - nil). The current service portion of $3,780 (1998 - $3,020) is included in the cost of product sold. 
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YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


10. 


The Corporation's pension costs and obligations for the non-contributory pension plan as at March 31 consist of: 


1999 1998 
Pension fund assets (market value) $ 282,140 $ 295,221 
Pension obligations (actuarial value) PATTI 270,693 
Surplus $ 4,411 GVA SMS 
Deferred pension costs $ 13,602 $ 56,875 
Pension contributions - employer $ - $ 123 
Pension expense $ 1,258 $ 6,110 
Benefits paid $ §=©.20,211 %20,236 


Early retirement and restructuring includes a curtailment loss of $8,831 relating to the January 28, 1999 an- 
nouncement by the Government of Canada with respect to the future of the Corporation. 


The Corporation's pension costs and obligations for the contributory plan as at March 31 consist of: 


1999 1998 
Pension fund assets ( market value) $ 66,436 SeOOF 59 
Pension obligations (actuarial value) 53,350 45.519 
Surplus $ _—-13,086 $ 21,040 
Deferred pension costs, net of valuation allowance $ 9,347 $ AS 
Pension contributions - employee $ 923 $ oy) 
Pension expense (income) $ 5,030 $ (1,179) 
Benefits paid $ 2,091 $ 258 


OTHER EMPLOYEE FUTURE BENEFITS 


The Corporation provides health care, life insurance, and related benefits to recipients of the Corporation's Com- 
passionate Disability pension to age 65 and a life insurance benefit to retirees over the age of 65. The present 
value of these unfunded benefit plans is determined on the basis of management assumptions. 


The significant management assumptions adopted in the calculation of the liability include interest rates for dis- 
count factors of 6%, health and other benefit price indexation of 8%, and mortality rates. The liability could be 
materially different if assumptions on which the estimate is based vary significantly in future years. The statement 
of operations includes a charge of $735 in Workers' Compensation and employee future benefits for the cost of 
these benefits in the year. 


WORKING CAPITAL ADVANCES 


Working capital advances are provided by the Government of Canada, based on cash flow requirements. The 
advances bear interest at the Crown corporation borrowing rate for terms of one year or less and are repayable 
within one year. The effective rate of interest during the year was 4.9%. 


NOTES TO THE FINANCIAL STATEMENTS 


1S SSS a 
YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


11. CORPORATE TAXES 


a) The Corporation has had its income tax returns for the years 1983-1996 assessed by Revenue Canada. Rev- 
enue Canada has taken the position that parliamentary appropriations to the Corporation in respect of operat- 
ing losses are taxable as income from a business or property and that appropriations in respect of capital 
acquisitions reduce the capital cost of the Corporation's property. Management opposes this view and has 
exercised the Corporation's right to formally challenge Revenue Canada's interpretation. Currently, manage- 
ment is holding discussions with Revenue Canada to resolve this issue. 


No amounts have been recognized in the financial statements for any costs that could be associated with 
Revenue Canada successfully applying its interpretation. However, management is of the opinion that, even 
if Revenue Canada is successful in applying its interpretation, there is no significant income tax liability as at 
March 31, 1999 because of existing loss carry-forwards and income tax credits. 


The Corporation has not recognized loss carry-forwards for income tax purposes in the financial statements 
because, at this time, these losses have no realizable value to the Corporation. 


b) The Corporation has recognized a provision for federal Large Corporations Tax based on the reported value of 
its net assets. However, the ultimate disposition of this liability is subject to the resolution of the issues under 
discussion with Revenue Canada as referred to above in Note II a). 


The Corporation has been assessed provincial Large Corporations Tax by Revenue Canada for 1998. Revenue 
Canada _has taken the position that the Corporation is subject to the provincial Large Corporations Tax. 
Management opposes this view and has exercised the Corporation's right to appeal the assessment. No amounts 
have been recognized in the financial statements for any costs that could be associated with Revenue Canada 
successfully applying its interpretation. 


12. PROVISION FOR EARLY RETIREMENT AND RESTRUCTURING 


This provision consists of estimates of the cost of early retirement and restructuring initiatives when approval of 
such decisions is obtained. Changes to these estimates based on actual experience are recognized in the results of 
operations. As part of the 1999/00 to 2003/04 Corporate Plan, various restructuring initiatives are in place to 
reduce the workforce by a total of 1,155 employees by December 31, 2000, including earlier restructuring initia- 
tives approved in the 1996/97 to 2000/01 Corporate Plan. 


Management made significant assumptions in preparing estimates of this provision, including: interest rates for 
discount factors and price indexation for the non-current portion of the liability; planned date of employee reduc- 
tions; Canada Pension disability award rates; health and other benefit price indexation; and the number of reductions. 
The estimates of liabilities, based on the above, could be significantly different if the key assumptions used by 
management for major determinants of the estimate vary from those planned. Management recognizes changes in 
this liability from the original estimate based on updated assumptions and actual experience. The statement of 
operations includes a charge of $148,336 (1998 - $17,899) for the cost of the 1999 human resource strategy, curtail- 
ment loss on the non-contributory pension plan resulting from the decision on the future of the Corporation, interest 
charges on existing programs, and changes in management's estimate. Management's estimate for the liabilities 
associated with early retirement and restructuring at March 31, including current and non-current amounts 1s: 


i) 
oo 


NOTES TO THE FINANCIAL STATEMENTS 


YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


13. 


14. 


1999 1998 

Human resource strategy (1999) $ 116,282 $ = 
Human resource strategy (1996) 73,136 65,381 
Lingan colliery closure 24,320 25,738 
Other early retirement incentives 14,372 S395 
Standby maintenance 6,068 9.428 
234,178 115,940 

Less: current portion 16,462 11,041 
Non-current portion $ 217,716 $ 104,899 


PROVISION FOR WORKERS' COMPENSATION 


The Corporation's provision for workers' compensation represents the unfunded liability for the costs of benefits 
specified and administered by the Workers' Compensation Board of Nova Scotia for work-related injuries of 
current and former employees. The actuarially determined liability consists of: long term disability permanent 
awards in respect of approved awards and incidents incurred but not yet administered as claims; survivor benefits, 
comprised mainly of pension payments for past claims; and other costs consisting mainly of temporary compen- 
sation, rehabilitation and medical aid in respect of past claims. These amounts are presented on a net present 
value basis, excluding future administration costs. The actuary used assumptions, provided by management, in 
the calculation of the liability including: inflation rates, interest rates, mortality rates, and aggregate claim projec- 
tions for incidents which have occurred. The actuarial liability could be materially different 1f assumptions on 
which the valuation is based vary significantly in future years. Management recognizes changes in the liability 
based on extrapolation of actuarial results and recognizes adjustments arising from actuarial gains and losses in 
the year in which they occur. The statement of operations includes a charge of $17,290 (1998 - $156,021) for the 
cost of accidents that occurred in the year, interest charges on the Workers' Compensation obligation, administra- 
tion costs, and changes in actuarial assumptions. The current service portion of $2,939 (1998 - $2,454) is in- 
cluded in the cost of product sold. 


The Corporation's workers' compensation costs and obligations at March 31, 1999 consist of: 


1999 1998 


Workers' compensation obligations (actuarial value) $ 138,992 o>) 1393739 
Less: current portion 6,600 13,500 
Non-current portion $ 132,392 $ 126,239 


Workers' compensation expense $ §=17,290 $ 156,021 
Workers' compensation payments $ 18,037 $ 16,282 


PROVISION FOR ENVIRONMENTAL COSTS 


The Corporation has recorded its best estimate of anticipated future costs of environmental issues related to the 
decision on the future of the Corporation including: building demolition, cleanup, earthworks, water treatment, 
and other reclamation works. This provision is based on management's best estimate of the cost of complying 
with its interpretation of the requirements of appropriate environmental laws and regulations. 


N 
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YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


15. 


The Corporation engaged environmental consultants to assess its anticipated future environmental costs. The 
consultants prepared a range of estimates based on varying assumptions from a low of $72,000 to a high of 
$158,000. The Corporation recorded a best estimate of the liability of $110,000. Implementation of activities that 
form the basis of this best estimate will require the development of a formal plan and the subsequent approval and 
funding from the Government of Canada. 


The estimate of the liability is based on significant assumptions made by management reflecting the announced 
future direction of the Corporation, including: definition of appropriate legislation, regulations and industry 
practice; likely action required to meet the appropriate legislation, regulations and industry practice; approval and 
funding from the Government of Canada; the nature and extent of past and present environmental concerns; the 
extent of actions necessary to deal with long term management of mine water; the extent of remediation required 
at the Victoria Junction Coal Preparation Plant; and discount rates used. Such estimates are subject to adjustment 
based on changes in laws and regulations and as new information becomes available. The estimate of the liability 
based on the above could be significantly different if the key assumptions used by management for determination 
of the estimate vary from those planned. 


The liability at March 31, including current and non-current is: 


1999 1998 

Building demolition $ 8,000 2-660 
Clean-up 5,000 3,558 
Earthworks 72,000 1,630 
Water treatment 10,000 9.668 
Other reclamation 15,000 3.905 
110,000 21,421 

Less: current portion 785 830 
Non-current portion $ 109,215 Ss 20591 


Included in the above amount is $8,900 (1998 - $9,600) calculated using the net present value (at 4% interest rate) 
of anticipated future cash flows. All other amounts are recorded without discounting. 


PARLIAMENTARY APPROPRIATIONS 


Since April, 1996, the Government of Canada has provided the Corporation with repayable appropriations total- 
ling $68,963 (1999 - $3,358; 1998 - $22,105; 1997 - $43,500) approved by the Parliament of Canada to fund the 
Corporation's plan for future profitability. On January 28, 1999, the Government of Canada announced its deci- 
sion with respect to the future of the Corporation, including the forgiveness of the entire repayable appropriation 
previously advanced to the Corporation. As a result, the balance sheet and the statement of deficit have been 
restated and no longer disclose these appropriations as a separate component of the deficit. 


In addition, during 1999, the Government of Canada provided the Corporation with an appropriation of $40,662 
(1998 - nil) approved by the Parliament of Canada to fund operating costs. This appropriation has been recorded 
as funding from the Government of Canada. 


NOTES TO THE FINANCIAL STATEMENTS 


YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


16. COMMITMENTS AND CONTINGENCIES 


17: 


18. 


a) The Corporation has an operating lease for office space in the General Mining Building where it maintains its 
administrative offices. The lease is for a twenty year period ending in 2004. The annual lease payments 
fluctuate with changes in the lessor's mortgage interest rates. Current minimum annual lease payments are 
$1,198 at an interest rate of 7.9% (1998 - $1,106 at 5.85%). 


b) In the ordinary course of business, various claims and lawsuits have been brought against the Corporation. It 
is the opinion of management that the settlement of these actions will not result in any material liabilities 
beyond any amounts already recorded. The Corporation intends to oppose these matters in their entirety. 


c) The Corporation self insures against the potential loss of underground assets and for a portion of its liability 
insurance. 


d) The Corporation has commitments on capital projects of approximately $6,300 for expenditures during 
1999/00. 


LONG TERM AGREEMENT 


The Corporation has an agreement with Nova Scotia Power Inc. (NSPI) to supply coal, as specified in that agree- 
ment, until 2010. The parties renegotiate quantities, tolerance on qualities and prices every five years. The current 
terms related to those items expire on December 31, 1999. 


The parties’ performance of this agreement in accordance with its terms is necessary to the future operations of the 
Cape Breton Development Corporation and the fulfillment of its 1999/00 to 2003/04 Corporate Plan. 


RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created departments, 
agencies and Crown corporations. The Corporation enters into transactions with these entities in the normal 
course of business. In addition to these transactions, the Government of Canada provides appropriations and 
working capital advances to the Corporation. 


The Chairman of the Board of Directors of the Corporation has ownership interests and/or serves on the Board of 
Directors of companies which conduct business with the Corporation. The transactions between these parties 
relate mainly to the transportation of coal. These transactions are within the normal course of business and are 
subject to necessary approval and disclosures which exclude the participation of the Chairman of the Board of 
Directors of the Corporation. 


oH 
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YEAR ENDED MARCH 31, 1999 (in thousands of dollars) 


19. UNCERTAINTY DUE TO THE YEAR 2000 ISSUE 


The Year 2000 Issue arises because many computerized systems use two digits rather than four to identify a year. 
Date-sensitive systems may recognize the year 2000 as 1900 or some other date, resulting in errors when informa- 
tion using year 2000 dates is processed. In addition, similar problems may arise in some systems which use 
certain dates in 1999 to represent something other than a date. The effects of the Year 2000 Issue may be experi- 
enced before, on, or after January 1, 2000, and, if not addressed, the impact on operations and financial reporting 
may range from minor errors to significant systems failure which could affect the Corporation's ability to conduct 
normal business operations. It is not possible to be certain that all aspects of the Year 2000 Issue affecting the 
Corporation, including those related to the efforts of customers, suppliers, or other third parties, will be fully 


resolved. 


20. COMPARATIVE FIGURES 


Certain of the comparative figures in these financial statements have been restated to conform with the current 


presentation. 
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LETTER TO THE MINISTER 


CAPE BRETON = SOCIETE DE 
DEVELOPMENT DEVELOPPEMENT 
CORPORATION DU CAP-BRETON 


2000-06-13 


Honourable Ralph Goodale, P.C., M.P. 
Minister of Natural Resources 

21st Floor 

580 Booth Street 

Ottawa, Ontario 

K1A OF4 


Dear Mr. Minister: 


On behalf of the Board of Directors, I am pleased to enclose the Financial 
Statements and Auditor’s Report for the Corporation for the fiscal year ended 
March 31, 2000. This annual report is submitted in accordance with the provisions 
of the Financial Administration Act and the Cape Breton Development Corporation 
Act. 


Respectfully, 


Ve 


oseph P. Shannon 
Chairman 
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P.O. Box 2500, Sydney, N.S., Canada B1P 6J9_ Tel: (902) 842-2600 Fax: (902) 842-2589 di 
C.P. 2500, Sydney, N-E, Canada B1P 6J9_ Tel: (902) 842-2600 Fax: (902) 842-2589 Cana a 
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CORPORATE PROFILE AND DIRECTORY 


|v a 


Profile 


The Cape Breton Development Corporation (CBDC) was formed by an Act of Parliament in 1967 and is 
wholly owned by the Government of Canada. Located on Cape Breton Island, Nova Scotia, this Crown 
corporation is the largest coal producer in Eastern Canada. With approximately 1,300 employees, it is also 
a major industrial employer in Atlantic Canada. The Corporation operates one colliery with fully integrated 
support facilities for the preparation, storage, and distribution of coal to Canadian markets. Coal sales for 
1999-2000 were 940,000 tonnes, and total revenues were $76.1 million. The Cape Breton Development 
Corporation is currently conducting a sale process involving its major operating assets. 


Office Location 

Street address: General Mining Building Mailing address: P.O. Box 2500 
95 Union St. Sydney, Nova Scotia 
Glace Bay, Nova Scotia BIA 2P6 B1P 6K9 

Telephone: 902-842-2600 

Fax: 902-842-2589 

Directory 

Board of Directors Officers 

Joseph P. Shannon (Chairman) Merrill D. Buchanan 

Port Hawkesbury, Nova Scotia Acting President 

Alex G. Balogh Basil Crane 

Oakville, Ontario Vice President, Human Resources 

Allan J. MacIntyre Betty White 

Ottawa, Ontario Vice President, Finance 


James D. MacLellan 
Glace Bay, Nova Scotia 


Joseph M. MacMullen 
St. Peters, Nova Scotia 


Committees of the Board 


Audit 
Environment 
Pension Fund Investment 


i) 
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YEAR IN REVIEW 


¢ Phalen Colliery ceased production in September, 1999 about a year earlier than planned, as a 
result of adverse geological conditions and related safety considerations. 


¢ The Corporation initiated the sale of asset process for selling its coal mining operations and 
related assets. 


¢ The Government of Canada introduced legislation to provide for the sale of assets and eventual 
dissolution of the Corporation. 


¢ Members of the United Mine Workers of America staged a two week walkout in an attempt to 
secure a better adjustment package for employees affected by the closure of Phalen Colliery. 


¢ A Joint Planning Committee was established under the Canada Labour Code to consider 
workforce adjustment measures. The process concluded with binding arbitration providing 
additional post-employment benefits. 


e Prince Colliery began production on its first North/South wall, | North. 


¢ For the third consecutive year, pension enhancements were made to the Contributory Plan, 
benefiting both the active and retiree participants. 


FINANCIAL SUMMARY 


$’s in thousands 2000 1999 
Revenue $76,142 $98,921 
Loss from Current Operations $(55,624) $(29,469) 
Capital Expenditures $6,205 $7,934 
Sales (O00’s tonnes) . 940 1,453 
Saleable Production (000’s tonnes) 662 1,818 
Output per person shift (tonnes) 4.6 Se! 
Employees olZ 1,635 


aS 
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PRESIDENT’S OVERVIEW 


fe ag ESE SR PSL a SY 


The significant activities over the past year in the Corporation can be linked to the announcement 
in January, 1999 regarding the future direction of the Corporation. At that time, a plan was set out 
calling for: the closure of Phalen Colliery before the end of 2000; a human resource adjustment 
program for those employees affected by the restructuring of the industry; and a sale of asset 
process to be initiated. 


Operations 


The year proved to be one of the tougher ones in terms of the mining operations. Phalen 
Colliery was out of production from late February, 1999 through July due to a major roof fall. 
While production did resume for a few weeks, another roof fall occurred on September 7th. A 
risk assessment in terms of the geology, safety and financial considerations determined that it 
was not practical to go forward; therefore, the mine was closed, about a year earlier than had 
been planned. 


At Prince Colliery development on the North/South layout took longer than planned; however, 
the | North wall did come into production in January, 2000. This mine layout will allow for 
better mining conditions and provides access to a resource block which will extend the mine’s 
production for several years. 


The loss of Phalen’s production resulted in Surface Operations gaining the increased activity 
associated with the importation of replacement coal. Much of this product is handled by the 
railway operations through the International Pier and the Victoria Junction coal blending 
facility. 


Human Resource Adjustment Program 


The earlier than planned closure of Phalen Colliery and the resulting impact on the workforce, 
necessitated a review of the Human Resource Adjustment Program. It had been earlier 
determined that there would be early retirement incentives for up to 340 employees and 
severance/training packages for approximately another 650 employees. 


In January of this year the Corporation and its four unions agreed to a Joint Planning 
Committee process under the Canada Labour Code to negotiate further adjustment measures. 
That process led to the appointment of an arbitrator by the Minister of Labour, and the 
arbitration award resulted in early retirement incentives being provided for all employees 
who have completed at least twenty-five years of service, regardless of age. The arbitration 
decision also increased severance benefits and provided medical benefits for the period of 
severance entitlement. These additional measures are now being implemented by the 
Corporation. 
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Sale of Asset Process 


The initial step in the sale of asset process was undertaken in June, 1999 when BMO Nesbitt 
Burns was retained as the financial advisor to the Corporation. In August, public meetings 
were held with community and stakeholder groups to obtain their input regarding the sale 
process and to set out the Corporation’s objectives in this regard. The objectives of the sale 
process include: 


¢ Attracting a buyer willing to buy the assets at a value acceptable to the Corporation and 
the Government; 


¢ Finding a buyer whose objectives and financial strength will provide for the long-term 
viability of the business; and 


¢ Finding a buyer that demonstrates a sensitivity to community and employee interests and 
a positive environmental stewardship. 


Since that time, a wide canvass of prospective companies was conducted. Definitive proposals 
were received from several interested parties. The process is currently at the stage of clarifying 
one of the proposals which was evaluated as being the best opportunity to fulfill the objectives 
of the sale. 


Concurrent with the sale of asset process described above, the Government of Canada 
introduced Bill C-11, an Act to authorize the sale of substantially all of the Corporation’s 
assets, as well as to provide for the eventual wind-up of the Corporation’s affairs. This Act 
has recently been passed by the House of Commons and is currently before the Senate. 


As we move forward in the current year, activity is clearly focused on bringing the sale of asset 
process to a successful conclusion and on finalizing the implementation of the human resource 
adjustment program, while in the interim, conducting operations in a safe and efficient manner. 


I would acknowledge the efforts of our employees over the past year, and recognize that many have 
found the circumstances difficult. Appreciation is expressed to George White, who for four years 
served as President & CEO, for his leadership and direction in restructuring the Corporation. I 
also want to thank the Board of Directors for their continuing strong support, decision making, and 
direction through a most challenging period. 


AnLanre———— 
Merrill D. Buchanan 
Acting President 
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MANAGEMENT?’S DISCUSSION AND ANALYSIS 
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Financial Review 


Sales for the fiscal year 1999/00 generated revenue of $64.0 million on a volume of 940,000 
tonnes. Revenues associated with offloading, handling and transportation of imported coal through 
the International Pier and the Devco Railway contributed an additional $12.1 million, resulting in 
total revenue for the year of $76.1 million. This compares to 1998/99 revenue of $98.9 million 
when 1,453,000 tonnes were sold. Lower production and sales in 1999/00 occurred as a result of 
the early closure of Phalen Colliery, as well as the delayed start-up of Prince Colliery’s | North 
Wall. 


Cost of product sold was $97.8 million, comparable with the previous year, and coal inventories 
were decreased by 278,000 tonnes. External freight costs were reduced, in line with the reduced 
level of sales. General and administrative costs of $7.8 million were higher than last year as a result 
of costs associated with the sale of asset process. 


On the non-operating cost side, expenses for early retirement and restructuring of $70.8 million 
include the cost associated with the Joint Planning Committee arbitration decision, which awarded 
an additional $53.9 million to the adjustment package announced on January 28, 1999. The 
adjustments provide an additional early retirement incentive program, increased severance benefits, 
and medical benefits. The expense for early retirement and restructuring also includes the impact 
of revised management estimates. 


Workers’ Compensation and employee future benefits includes the cost of benefits specified and 
administered by the Workers’ Compensation Board of Nova Scotia, and pension costs for the year. 
These costs are determined on the basis of actuarial valuations. 


The Corporation shows a loss for the fiscal year 1999/00 of $150.0 million, before recognition of 
government funding. After consideration of the parliamentary appropriation for the year, the loss 1s 
reduced to $72.0 million. 


The activities of the Corporation in the year were financed principally from parliamentary 
appropriations totaling $78.0 million, $56.0 million of which was received during the year. The 
Corporation also received payments of $86.3 million from customers. The Corporation paid $95.1 
million to suppliers and employees, $37.1 million for early retirements, restructuring and pensions, 
$12.3 million to repay working capital advances, and $6.2 million for the purchase of capital assets, 
primarily for mining equipment at Prince Colliery. 
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MANAGEMENT?’S DISCUSSION AND ANALYSIS 


Six Year Statistical Summary 


Financial (millions of dollars) 2000 1999 1998 1997 


Revenue 98.9 
Profit (Loss) from Current Operations 9») 
Loss for the Year (299.7) 
Capital Expenditures We 
Government Appropriation 44 0) 


Sales (000’s tonnes) 

Nova Scotia Power 1,404 
Export 33 
Other Domestic 16 


Total 


Saleable Production 
Tonnes (000’s) 
Output/Manshift (Tonnes) 


1,453 


662 1,818 
4.6 2 


1,312 1,635 


Employees (Total) 


Sales Revenue (millions of dollars) Profit (Loss) from Current Operations Capital Expenditures 
(millions of dollars) (millions of dollars) 
300 20 40 
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MANAGEMENT?’S DISCUSSION AND ANALYSIS 
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Human Resources 


During the fiscal year, the Corporation continued its workforce rationalization plan. The workforce 
at March 31, 2000 was 1,312 employees, a reduction of 323 employees compared to last year. 
Early retirement and severance packages accounted for the majority of the workforce reductions 
and normal attrition accounted for the remainder. 


The programs implemented as a result of the January 28, 1999 announcement by the Federal 
Government regarding the future of the Corporation are continuing. A total of 340 employees 
were eligible to participate in the Early Retirement Incentive Program and 223 employees met its 
criteria by December, 1999. An additional 117 employees will be eligible by December, 2000. 
Thirty-four employees accepted the enhanced severance package. Available in conjunction with 
the severance package is an $8,000 education/relocation allowance. In June, 1999 a corporate 
policy was developed which allows employees to begin using this funding to further their education 
prior to accepting their severance. To date, 147 employees are participating in the program. 


The Corporation opened two Career Opportunity Centers in April, 2000. The Centres are designed 
to assist employees in seeking alternate employment. Services such as career assessment, resume 
writing, interviewing practice, job finding techniques, as well as education and information resources 
are available at both locations. The Corporation and its unions, with assistance from Human 
Resources Development Canada, University College of Cape Breton, Nova Scotia Community 
College — Marconi Campus, and the Cape Breton Business College selected seven CBDC employees 
to staff the centers. An external counselling and consulting firm provided appropriate training for 
these employees and are assisting with the initial operation of the Centres. 


All employees are eligible to participate in financial counselling sessions. Both group and individual 
sessions are available through an independent financial accounting firm. Employees have found 
these sessions to be beneficial in organizing their financial affairs and budgeting for their future. 


The Corporation continues its commitment to the corporate Employee Assistance Program. This 
program and the services it offers are extremely important to many of our employees and their 
families during this time of significant change. 


In January, 2000 members of the Corporation's largest bargaining unit, the United Mine Workers of 
America, held a two week illegal work stoppage. This action was initiated in an effort to obtain 
improvements to the Human Resource Strategy. It was agreed that a Joint Planning Committee 
under the Canada Labour Code would be established. Meetings were held between management 
and the unions during the month of February, with no successful resolution on the workforce 
adjustment measures to be provided. 
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MANAGEMENT’S DISCUSSION AND ANALYSIS 


The Minister of Labour appointed a mediator in March. The mediator held meetings with both parties 
in early April; however, the mediator concluded that there was no possibility of reaching a mediated 
settlement. Subsequently, the issues in dispute were referred to arbitration by the Minister of Labour. 


The arbitrator's decision was released on June 2, 2000. The decision provided measures relating 
to: 
¢ Early Retirement Incentive Program — age prorated benefits for 25 years and more of service 
¢ Severance — one month/year of service 
¢ Lost Retirement Income Compensation — pension accrual for equivalent period to severance 
¢ Re-education and Relocation Benefits — fixed dollar fund with a Committee to oversee 


¢ Employment Opportunities, Remediation Work — subject to CBDC having equipment and 
supervision 


¢ Medical Benefits — coverage for equivalent period to severance 


¢ Disputes — establishes a procedure for dispute resolution 


Implementation of these measures will be undertaken in a timely manner by the Corporation with 
the cooperation and assistance of the employee representatives on the Joint Planning Committee, 
the unions, and non-unionized employees. 
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MANAGEMENT?’S DISCUSSION AND ANALYSIS 
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Pension Plans 


The Corporation is the administrator of two registered pension plans on behalf of the employees of 
the Corporation. The plans are registered for purposes of the Pension Benefits Standards Act, 1985 
and the Income Tax Act. The plans consist of a contributory and a non-contributory plan. Both 
plans are defined benefit plans with the benefits generally based on employees’ length of service 
and, in the case of the contributory plan, on the amount of career earnings. 


The Non-Contributory Plan's surplus position strengthened during the year and this plan continues 
to be fully funded on both a going concern and wind-up valuation basis. Continued favourable 
investment performance occurred during the year and the Corporation did not have to make any 
contribution because of the surplus existing in this plan. Favourable investment returns also 
maintained the Contributory Plan in a strong financial position. This position was a direct benefit 
to both the active and retiree participants of this plan as, for the third consecutive year, the Corporation 
approved significant benefit enhancements for both groups. 


As the announced reduction in the Corporation’s workforce occurs, partial plan terminations have 
been triggered for these plans. This process is a formal event under the Pension Benefits Standards 
Act, 1985 and is reviewed and approved by the Office of the Superintendent of Financial Institutions. 
All employees involved in a partial plan termination are treated as having their accrued pension 
benefits fully vested. This means that there is no loss of benefits earned by membership in the 
plans up to the time employment ceases. It is important to note that the financial security of the 
pension benefits remains unchanged. 


Non-Contributory Pension Plan Funded Position 


(millions of dollars) 
Ee Assets 
Liabilities 
2000 
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CORPORATE GOVERNANCE 


Board of Directors Role and Responsibilities 


The Board of Directors of the Cape Breton Development Corporation is responsible for the 
management of the business and affairs of the Corporation. The President is the chief executive 
officer of the Corporation and has, on behalf of the Board, the direction and control of the business. 
The Board’s main responsibilities are to: 


° approve the Corporation’s strategic direction and corporate plan; 

° approve the operating and capital budgets; 

° monitor corporate performance; 

° make, amend or repeal any by-laws that regulate the business or affairs of the corporation; 
° ensure that proper financial management practices and control systems are maintained; and 
° approve the annual financial statements. 


Board/Committee Structure 


The Board of Directors is comprised of the Chairman, the President and C.E.O., and five other 
directors. The Chairman and the President are appointed by the Governor in Council, after 
consultation with the Lieutenant Governor in Council of Nova Scotia. The other directors are 
appointed by the Minister with the approval of the Governor in Council. Two of these other directors 
are appointed on the recommendation of the Lieutenant Governor in Council of Nova Scotia. 


The Board of Directors holds meetings as required throughout the year to perform its responsibilities. 
During the 1999/00 fiscal year, the Board held nine meetings. To fulfill some of its responsibilities 


and to assist the Board in making decisions, the Board has formed three committees. These 
committees and the responsibilities of each are as follows: 


Audit Committee 


* considers the audit plans of the Corporation’s external auditor; 


* reviews the Corporation’s annual audited financial statements and recommends on approval of 
these statements and on acceptance of the auditor’s report by the Board; 
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oversees internal audit of the Corporation; and 


reviews and advises the Board on the plan and report of any Special Examination of the 
Corporation. 


Environment Committee 


develops and recommends, for Board approval, an overall Environmental Management Plan for 
the Corporation which will establish policies and objectives to ensure compliance with all 
applicable environmental laws; 


reviews management’s action plans and budgets for dealing with environmental issues during 
the year; 


discusses, investigates and monitors the main categories of applicable environmental risks and 
consequences relevant to the Corporation’s circumstances; and 


ensures that the Board is informed on all significant environmental issues affecting the 
Corporation. 


Pension Fund Investment Committee 


develops and, from time to time, amends the statements of investment policies and goals for the 
pension funds; 


monitors the investment returns and performance of the fund managers; 
recommends to the Board on the engaging of professional advisors such as consulting actuaries, 
plan trustees, investment managers, and such other experts as may be required to prudently 


handle investment functions; and 


in consultation with the Pension Board, makes recommendations to the Board of Directors on 
proposed pension plan amendments. 
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FINANCIAL REPORTING 


The accompanying financial statements of the Cape Breton Development Corporation and all information in 
this report are the responsibility of management and have been approved by the Board of Directors. The 
financial statements include some amounts that are necessarily based on management's best estimates and 
judgement. 


The financial statements have been prepared by management in accordance with generally accepted accounting 
principles. Financial information presented elsewhere in the annual report is consistent with that contained 
in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management maintains 
financial and management control systems and practices designed to provide reasonable assurance that 
transactions are authorized, assets are safeguarded and proper records are maintained in accordance with the 
Financial Administration Act and regulations as well as the Cape Breton Development Corporation Act and 
by-laws of the Corporation. The system of internal controls is augmented by Internal Audit which conducts 
periodic reviews of different aspects of the Corporation's operations. In addition, the internal and external 
auditors have ready access to the Audit Committee of the Board, which oversees management's responsibilities 
for maintaining adequate control systems and the quality of financial reporting. 


These financial statements have been independently examined by the Corporation's auditor, the Auditor 
General of Canada, and his report is included herein. 


Merrill D. Buchanan, CA Betty White, CA 
Acting President Vice-President, Finance 


AUDIT COMMITTEE REPORT 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. In order 
to carry out this responsibility, the Committee, composed entirely of directors independent of management, 
meets at least twice a year to review the Corporation's financial statements and recommend their approval to 
the Board of Directors. The Audit Committee also reviews any reports prepared by the Corporation's internal 
and external auditors relating to its accounting policies and procedures, as well as its internal controls. The 
Committee meets independently with management, internal auditor and external auditors to review the 
involvement of each in the financial reporting process. These meetings are designed to facilitate any private 
communication with the Committee desired by each party. 


Me abbr 


oseph M. MacMullen, FCA 
Chairman of the Audit Committee 
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AUDITOR’S REPORT AND FINANCIAL STATEMENTS 
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YEAR ENDED MARCH 31, 2000 
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AUDITOR'S REPORT 


YEAR ENDED MARCH 31, 2000 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR'S REPORT 


To the Minister of Natural Resources 


| have audited the balance sheet of Cape Breton Development Corporation as at March 31, 2000 

and the statements of operations, deficit, and cash flows for the year then ended. These financial 

statements are the responsibility of the Corporation's management. My responsibility is to express 
an opinion on these financial statements based on my audit. 


| conducted my audit in accordance with generally accepted auditing standards. Those standards 
require that | plan and perform an audit to obtain reasonable assurance whether the financial 
statements are free of material misstatement. An audit includes examining, on a test basis, 
evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 2000 and the results of its operations and its cash 
flows for the year then ended in accordance with generally accepted accounting principles. As 
required by the Financial Administration Act, | report that, in my opinion, these principles have 
been applied on a basis consistent with that of the preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my 
audit of the financial statements have, in all significant respects, been in accordance with Part X of 
the Financial Administration Act and regulations, the Cape Breton Development Corporation Act 
and the by-laws of the Corporation. 


John Wiersema, CA 
Assistant Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
June 2, 2000 


Cape Breton Development Corporation Annual Report — 1999/2000 


STATEMENT OF OPERATIONS 
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YEAR ENDED MARCH 31, 2000 (in thousands of dollars) 


Revenue 


Expenses 
Cost of product sold 
External freight 
General and administrative 
Amortization 


Loss from current operations 
Deduct 
Early retirement and restructuring (Note 8) 
Workers' Compensation and 
employee future benefits (Notes 6, 7 and 9) 


Provision for environmental costs (Note 10) 
Write-down of capital assets (Note 5) 


Loss before taxes and government funding 
Corporate taxes expense (Note 11) 


Loss for the year before government funding 
Government funding: 
Parliamentary appropriation to fund cash requirements (Note 12) 


Loss for the year 


See accompanying notes. 


131,766 


(55,624) 


70,836 


22,345 


93,181 


(148,805) 


1,148 


(149,953) 


78,000 


$ (71,953) 


1999 
98.921 
94,938 

PRISE Y 
6,638 


24,582 


128,390 


(29.469) 


148,336 
17,594 
89,041 

See or 40) 

SLO71 


(340,180) 
203 


(340,383) 


40,662 


$099 701) 
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STATEMENT OF DEFICIT 


YEAR ENDED MARCH 31, 2000 (in thousands of dollars) 


2000 1999 
Deficit, beginning of year: $  §©411,970 $ 86,746 
Adjustment to deficit, beginning of year 
Change in accounting policy (Note 3 j) - 28.861 
Deficit, beginning of year restated: 411,970 115,607 
Parliamentary appropriation for reorganization - (3,358) 
Loss for the year 71,953 DOOD 
Deficit, end of year: $483,923 $___ 411,970 
See accompanying notes. 
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BALANCE SHEET 
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AS AT MARCH 31, 2000 (in thousands of dollars) 


2000 1999 
Assets 
Current assets 
Cash $ 3,397 $ 11,820 
Accounts receivable, net (Note 4) 4,122 14,310 
Parliamentary appropriation receivable (Note 12) 22,000 - 
Inventories 
Coal 7,290 16,533 
Operating materials and supplies 3,489 6.562 
40,298 49,225 
Capital assets (Note 5) 293273 48,745 
Deferred pension costs (Note 6) 20,637 22,949 
$ 90,208 $2 = 120919 
Liabilities 
Current liabilities 
Accounts payable and accruals $ 18,923 $ 24,067 
Working capital advances - 12,338 
Corporate taxes payable (Note 11) 5,587 4,439 
Current portion of long term provisions (Notes 7, 8, 9 and 10) 54,515 23,847 
79,025 64,691 
Provision for early retirement and restructuring (Note 8) 235,658 PTET) 
Provision for Workers' Compensation (Note 9) 141,900 132392 
Provision for environmental costs (Note 10) 108,936 109,215 
Provision for other employee future benefits (Note 7) 8.612 8.875 
574,131 532,889 
Deficit 
Deficit of Canada (483,923) (411,970) 
$ 90,208 be eiZ0g19 


Future of the Corporation (Note 2) 
Commitments and contingencies (Note 13) 
See accompanying notes. 


Approved on behalf of the Board 


Director 
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STATEMENT OF CASH FLOWS 


YEAR ENDED MARCH 31, 2000 (in thousands of dollars) 


Cash flows from: 
Operating activities: 
Cash receipts from customers 
Government funding received 
Cash paid to suppliers and exployees 
Cash paid for early retirements, restructuring and pensions 
Financing activities: 
(Repayment) receipt of working capital advances 
Receipt of government funding for reorganization 
Investing activities: 
Purchase of capital assets 
Proceeds from sale of capital assets 
(Decrease) increase in cash 
Cash, beginning of year 


Cash, end of year 


See accompanying notes. 


2000 


$ 86,330 

56,000 
(95,086) 
(37,124) 


10,120 


(12,338) 


(12,338) 


(6,205) 
__(6,205) 


(8,423) 


11,820 


Sane 397 


— 
\© 
\o 


$ 108,871 
40,662 
(114,027) 
(37,100) 
(1,594) 


12,338 


3,358 


15.696 


(7,934) 
1.647 
(6,287) 


7,815 


4,005 


$ 11,820 
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NOTES TO THE FINANCIAL STATEMENTS 


PS PES A a 
YEAR ENDED MARCH 31, 2000 (in thousands of dollars) 


AUTHORITY AND OBJECTIVES 


The Corporation was established in 1967 for the purpose of reorganizing and rehabilitating the coal industry on 
Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. 


The Corporation, an agent of Her Majesty, is listed as a Schedule III, Part I, corporation for purposes of the 
Financial Administration Act. The Corporation is carrying out restructuring activities as approved in the 1996/97 
to 2000/01 Corporate Plan and in the 1999/00 to 2003/04 Corporate Plan approved by the Governor in Council. 
The Government of Canada is providing funding support for these activities by means of annual appropriations. 
As a result, the Corporation is economically dependent on the Government of Canada. 


Repayable advances from the Government of Canada are also provided for working capital purposes to a limit of 
$50,000, as provided for in the Cape Breton Development Corporation Act. 


The Corporation is subject to provisions of the Income Tax Act. 


FUTURE OF THE CORPORATION 


On January 28, 1999, the Government of Canada announced a decision with respect to the future of the Corporation. 


As aresult of safety, geological and financial risks, operating activity at the Phalen Colliery was to be curtailed to 
that required to produce the coal from the 8 East wall which came into production in August 1998 and was 
expected to be completed in the year 2000. When production on 8 East ceased, the mine was to be closed. 
However, a major roof fall occurred in September 1999 which resulted in the closure of the Phalen Colliery in 
December 1999, prior to the planned completion of the wall. 


The Government also announced that it would initiate a process to sell all of the Corporation's operations. During 
1999, the Corporation initiated this process by engaging a financial advisor to assist in the sale process. Requests 
for proposals were sought from qualified bidders and, as a result of this process, a short list of potential buyers was 


_ developed and approved by the Board of Directors. Negotiations are currently underway with one of the potential 


buyers. Approval of a final sales agreement will require the approval of the Board of Directors and the Government 
of Canada. 


The Government of Canada introduced Bill C-11, Cape Breton Development Corporation Divestiture Authorization 
and Dissolution Act, which provides for the sale of assets, winding up of the affairs of the Corporation and its 
eventual dissolution on a date to be fixed by the Governor in Council. Bill C-11 is currently proceeding through 
Parliament. 


Accounting recognition of the effects of the sale process will occur in the year in which the sale is completed. The 
results of the sale process could impact the reported values of certain assets and liabilities. 


In order to mitigate the impact of the January 28, 1999 announcement on the employees of the Corporation, the 
Government of Canada committed to provide funding to implement an additional early retirement incentive program, 
a severance program and a retraining program which had an estimated present value of approximately $111,000. 
There was further consideration of the adjustment package under a Joint Planning Committee and arbitration, 
which awarded further measures to be included in the adjustment package, having an estimated present value of 
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YEAR ENDED MARCH 31, 2000 (in thousands of dollars) 


$53,861. These additional amounts have been recognized as expenses and liabilities of the Corporation in the 
current year. 


3. ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with generally accepted accounting 
principles. The significant accounting policies described below are appropriate under the current circumstances. 


a) Management Estimates 
The preparation of financial statements in conformity with generally accepted accounting principles requires 
management to make estimates and assumptions that affect the reported amount of assets, liabilities, revenues, 
expenses and the disclosure of contingent liabilities at the date of the financial statements. Despite the use of 
the Corporation's best estimates, it is reasonably possible that the amounts related to the provision for Workers' 
Compensation, capital assets, deferred pension costs, the provision for early retirement and restructuring, and 
the provision for environmental costs could change materially in the near term. 


b) Parliamentary Appropriations 


Parliamentary appropriations provided for operating expenditures are recorded on the statement of operations 
in the year approved. 


c) Fair Values 
The fair values of financial instruments are determined as follows: 
* Current portion of provisions - usingcash flows of estimated future payments without discounting. 
¢ Provision for early retirement and restructuring - using discounted cash flows of estimated future payments 
for early retirements, based on current interest rates. The component for standby maintenance is based on 


estimated future net cash flows, without discounting. 


¢ — Provision for other employee future benefits - using discounted cash flows of estimated future payments, 
based on current interest rates. 


* Provision for environmental costs - using estimated future payments, with discounting where applicable. 
¢ Workers' Compensation benefits - using an actuarial valuation. 
d) Inventories 


Coal is valued at the lower of full cost and estimated net realizable value, based on net expected future contract 
price. 


Operating materials and supplies are valued at the lower of cost, determined on a weighted-average basis, and 
net realizable value. 
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i) 
tw 


e) 


f) 


g) 


h) 


Capital Assets 


Capital assets are valued at the lower of cost less accumulated amortization and the estimated net recoverable 
amount. The Corporation has provided amortization on its capital assets based on their estimated remaining 
useful lives, using the straight-line method of calculation, as follows: 


Prince Colliery 2-10 years 
Phalen Colliery | year 

Devco Railway 4-15 years 
Other assets 4-20 years 


Employee Future Benefits 


The Corporation accrues its obligations under employee benefit plans and the related costs, net of plan assets 
as the benefits accrue to employees. The Corporation has adopted the following policies: 


¢ The cost of pensions is actuarially determined using the projected benefits method pro rated on service 
and management's best estimate of expected plan investment performance, salary escalation, and retirement 
ages of employees. Current service pension costs are included in the cost of product sold. These costs 
include adjustments arising from experience gains and losses amortized over the estimated average 
remaining service life of employees. 


* The cost of other employee future benefits is estimated based on management's best estimate of inflation 
rates for health and related benefits, usage rates and mortality rates. The cost of these other employee 
future benefits is included in Workers' Compensation and employee future benefits. Management recognizes 
changes in the net present value of these liabilities from the original estimate, based on the results of 
actual experience. 


Provision for Environmental Costs 


The Corporation records anticipated future environmental costs based on management's best estimate of the 
cost of complying with its interpretation of the requirements of appropriate environmental laws and regulations. 
These costs exclude any future salvage value that may be realized in carrying out these environmental actions. 
Amounts are discounted where future ongoing payments are anticipated. 


Provision for Early Retirement and Restructuring 


The Corporation recognizes the net present value of liabilities for early retirement incentives, severance, 
education, and relocation allowances related to workforce reductions when the decision has been approved by 
the Government of Canada and an estimate of the anticipated future costs can be reasonably determined. In 
addition, the Corporation recognizes estimated future costs associated with standby maintenance of non- 
operating assets when no future economic benefit is expected. 


Management recognizes changes in the net present value of this liability from the original estimate, based on 
the results of actual experience and changes in management assumptions. 
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i) 


J) 


Provision for Workers' Compensation 


The Corporation recognizes the actuarially determined net present value of liabilities for benefits for work- 
related injuries of current and former employees when awards are approved by the Workers' Compensation 
Board of Nova Scotia, or legislative amendments are made and the anticipated future costs can be reasonably 
calculated. No amount is recognized for future administrative costs. 


Management recognizes changes in the net present value of this liability, based on updated actuarial estimates 
of future costs as a result of actual experience and changes in actuarial assumptions. Adjustments arising from 
actuarial gains and losses are recognized in the year in which they occur. 


Change in Accounting Policy 


In 1998/99, the Corporation adopted the new accounting recommendations of the Canadian Institute of Chartered 
Accountants with respect to employee future benefits. This change in accounting policy affected the recognition 
of pension expense and the carrying value of deferred pension costs and the recognition of the expense and 
liability for the Corporation's Compassionate Disability Pension and the cost of life insurance benefits provided 
to retirees over the age of 65. This change in accounting policy was recorded on a retroactive basis with a 
charge to the opening deficit of $28,861 and no restatement of prior financial statements. 


4. ACCOUNTS RECEIVABLE, NET 


Accounts receivable, net are comprised of the following: 


2000 1999 
Nova Scotia Power Inc. (NSPI), net $ 3,654 S ISG Ex6) 
Miscellaneous receivables, net 468 354 


$ 4,122 $ 14,310 


The Corporation sells substantially all of its coal production to NSPI using normal commercial terms under the 
provision of a long term agreement (see also Note 14). 


5. CAPITAL ASSETS 


2000 1999 
Accumulated Accumulated 
Adjusted Amortization Net Adjusted Amortization Net 
Cost and Write- Book Cost and Write- Book 
Base Downs Value Base Downs Value 
Prince Colliery $ 171,099 ' $ 153,850 $ 17,249 $ 164,965 $ 145,922 $ 19,043 
Phalen Colliery 286,791 286,791 - 286,744 273,544 13,200 
Donkin-Morien 
Development Project 80,679 80,679 - 80,679 80,679 - 
Coal Preparation Plant 111,933 111,933 - 111,933 MEO 33 - 
Devco Railway 95,252 84,028 11,224 95,218 82,525 12,693 
Other assets 66,955 66,155 800 66,967 63,158 3,809 


$ 812,709 $ 783,436 $29,273 $ 806,506 $ 757,761 $ 48,745 
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In 1998/99, capital assets were written down by $55,740 to reflect the future direction of the Corporation. 


6. PENSIONS 


The Corporation maintains defined benefit pension plans on behalf of employees of the Corporation. There are 
two major plans, consisting of a contributory and non-contributory plan. Benefits generally are based on employees' 
length of service and rate of pay. The present value of pension plan benefits and current pension expense are 
independently determined by the Corporation's actuary based on assumptions provided by management. The 
determination of pension expense and the valuation of deferred pension costs could be significantly different if the 
key assumptions provided by management vary from those planned. 


The significant actuarial assumptions adopted in measuring the Corporation's pension obligations are a discount 
rate of 6% (1999 - 6.25%) and an expected rate of return on plan assets of 6% (1999 - 6.25%). The total pension 
expense for the year for both plans is $2,312 (1999 - $6,288). The current service portion of $4,195 (1999 - 
$3,780) is included in the cost of product sold. The valuation allowance is $3,674 (1999 - $4,398). 


The Corporation's pension costs and obligations for the non-contributory pension plan as at March 31 consist of: 


2000 1999 
Pension fund assets (market value) $ 299,329 $ 282,140 
Pension obligations (actuarial value) 267,782 PENDS) 
Surplus $31,547 $ 4.411 
Deferred pension costs, net of valuation allowance $ 8,905 $13,602 
Pension contributions - employer $ - $ - 
Pension expense $ 4,697 $.. 13258 
Benefits paid $ 23,598 Se) 20,211 


The Corporation's pension costs and obligations for the contributory plan as at March 31 consist of: 


2000 1999 
Pension fund assets ( market value) $ 75,297 $ 66,436 
Pension obligations (actuarial value) 57,142 53.350 
Surplus Se S155 $13,086 
Deferred pension costs, net of valuation allowance $ 11,732 $ 9.347 
Pension contributions - employer $ = $ = 
Pension contributions - employee $ 950 $ 23 
Pension expense (income) So (2,385) oe o050 
Benefits paid $ 2,766 S209 
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7. OTHER EMPLOYEE FUTURE BENEFITS 


The Corporation provides health care, life insurance and related benefits to recipients of the Corporation's 
Compassionate Disability Pension to age 65 and a life insurance benefit to retirees over the age of 65. The present 
value of these unfunded benefit plans is determined on the basis of management assumptions. 


The significant management assumptions adopted in the calculation of the liability include interest rates for discount 
factors of 6%, health and other benefit price indexation of 8%, and mortality rates. The liability could be materially 
different if assumptions on which the estimate is based vary significantly in future years. The statement of operations 
includes a charge of $782 (1999 - $735) in Workers' Compensation and employee future benefits for the cost of 
these benefits in the year and changes in management’s estimates. Management’s estimate for the liabilities 
associated with other employee future benefits at March 31, including current and non-current amounts is: 


2000 1999 
Other employee future benefits $ 8,933 $ 8,875 
Less: current portion 321 - 
Non-current portion $ 8,612 $ 8,875 


8. PROVISION FOR EARLY RETIREMENT AND RESTRUCTURING 


This provision consists of estimates of the cost of early retirement and restructuring initiatives when approval of 
such decisions 1s obtained. Changes to these estimates based on actual experience are recognized in the statement 
of operations. As part of the 1999/00 to 2003/04 Corporate Plan, various restructuring initiatives are in place to 
reduce the workforce by a total of 1,155 employees by December 31, 2000, including earlier restructuring initiatives 
approved in the 1996/97 to 2000/01 Corporate Plan. 


Management made significant assumptions in preparing estimates of this provision, including: interest rates for 
discount factors and price indexation for the non-current portion of the liability; planned date of employee reductions; 
Canada Pension disability award rates; health and other benefit price indexation; and the number of reductions. 
The estimate of liabilities, based on the above, could be significantly different if the key assumptions used by 
management for major determinants of the estimate vary from those planned. Management recognizes changes in 
this liability from the original estimate based on updated assumptions and actual experience. The statement of 
operations includes a charge of $70,836 (1999 - $148,336) for the impact of decisions approved in the year, 
interest charges on existing programs, changes in management's estimate and the Joint Planning Committee 
arbitration award of June 2, 2000. Management's estimate for the liabilities associated with early retirement and 
restructuring at March 31, including current and non-current amounts is: 


2000 1999 

Human resource strategy (1999) $ 174,903 $ 116,282 
Human resource strategy (1996) : 71,724 73,136 
Lingan Colliery closure 19,221 24,320 
Other early retirement incentives 14,096 14,372 
Standby maintenance 2,937 6,068 
282,881 234,178 

Less: current portion 47,223 16,462 
Non-current portion $ 235,658 $ 217,716 
25 
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o: 


10. 


PROVISION FOR WORKERS’ COMPENSATON 


The Corporation's provision for Workers’ Compensation represents the unfunded liability for the costs of benefits 
specified and administered by the Workers! Compensation Board of Nova Scotia for work-related injuries of 
current and former employees. The actuarially determined liability consists of: long term disability permanent 
awards in respect of approved awards and incidents incurred but not yet administered as claims; survivor benefits, 
comprised mainly of pension payments for past claims; and other costs consisting mainly of temporary 
compensation, rehabilitation and medical aid in respect of past claims. These amounts are presented on a net 
present value basis, excluding future administration costs. The actuary used assumptions, provided by management, 
in the calculation of the liability including: inflation rates, interest rates, mortality rates and aggregate claim 
projections for incidents which have occurred. The actuarial liability could be materially different if assumptions 
on which the valuation is based vary significantly in future years. Management recognizes changes in the liability 
based on extrapolation of actuarial results and recognizes adjustments arising from actuarial gains and losses in 
the year in which they occur. The statement of operations includes a charge of $26,788 (1999 - $17,290) for the 
cost of accidents that occurred in the year, interest charges on the Workers' Compensation obligation, administration 
costs, and changes in actuarial assumptions. The current service portion of $3,342 (1999 - $2,939) is included in 
the cost of product sold. 


The Corporation's Workers' Compensation costs and obligations at March 31 consist of: 


2000 1999 
Workers' Compensation obligations (actuarial value) $ 148,171 $ 138,992 
Less: current portion 6,271 6,600 
Non-current portion $ 141,900 $ 132,392 
Workers' Compensation expense $ 26,788 $5 20) 
Workers' Compensation payments $ 17,609 $ 18,037 


PROVISION FOR ENVIRONMENTAL COSTS 


: The Corporation has recorded its best estimate of anticipated future costs of environmental issues related to the 


decision on the future of the Corporation including: building demolition, clean-up, earthworks, water treatment 
and other reclamation works. This provision is based on management's best estimate of the cost of complying 
with its interpretation of the requirements of appropriate environmental laws and regulations. 


In 1999, the Corporation engaged environmental consultants to assess its anticipated future environmental costs. 
The consultants prepared a range of estimates based on varying assumptions from a low of $72,000 to a high of 
$158,000. In 1998/99, the Corporation recorded its best estimate of the liability of $110,000. Implementation of 
activities that form the basis of this best estimate will require the development of a formal plan and subsequent 
approval and funding from the Government of Canada. 


The estimate of the liability is based on significant assumptions made by management reflecting the announced 
future direction of the Corporation, including: definition of appropriate legislation, regulations and industry 
practice; likely action required to meet the appropriate legislation, regulations and industry practice; approval and 
funding from the Government of Canada; the nature and extent of past and present environmental concerns; the 
extent of actions necessary to deal with long term management of mine water; the extent of remediation required 
at the Victoria Junction Coal Preparation Plant; and discount rates used. Such estimates are subject to adjustment 


EEE 
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11. 


12. 


13; 


based on changes in laws and regulations and as new information becomes available. The estimate of the liability 
based on the above could be significantly different if the key assumptions used by management for determination 
of the estimate vary from those planned. 


The liability at March 31, including current and non-current is: 


2000 1999 

Building demolition $ 7,980 $ 8,000 
Clean-up 4,945 5,000 
Earthworks 71,711 72,000 
Water treatment 10,000 10,000 
Other reclamation 15,000 15.000 
109,636 110,000 

Less: current portion 700 785 
Non-current portion $ 108,936 $ 109,215 


Included in the above amount is $8,900 (1999 - $8,900) calculated using the net present value (at 4% interest rate) 
of anticipated future cash flows. All other amounts are recorded without discounting. 


CORPORATE TAXES 


In April, 2000 the Corporation and Canada Customs and Revenue Agency resolved a long-standing dispute over 
corporate taxes payable. The Corporation owes Large Corporations Tax for 1990 to 1999 in the amount of $5,400 
(1999 - $4,439). No Part | tax on income from a business was owing as a result of the application of allowances 
and loss carryforwards. The Corporation was not subject to the Nova Scotia tax on Large Corporations. 


GOVERNMENT FUNDING 


During 1999/00, the Government of Canada provided the Corporation with an appropriation of $78,000 (1999 - 
$40,662) approved by the Parliament of Canada to fund operating costs. Of the total appropriation, $56,000 was 
received during the year and $22,000 has been recorded as parliamentary appropriation receivable. 


Working capital advances of $12,338 were repaid during 1999/00. 


COMMITMENTS AND CONTINGENCIES 


a) The Corporation has an operating lease for office space in the General Mining Building where it maintains its 
administrative offices. The lease is for a twenty year period ending in 2004. The annual lease payments 
fluctuate with changes in the lessor's mortgage interest rates. Current minimum annual lease payments are 
$1,198 at an interest rate of 7.9% (1999 - $1,198 at 7.9%). 


b) In the ordinary course of business, various claims and lawsuits have been brought against the Corporation. It 
is the opinion of management that the settlement of these actions will not result in any material liabilities 
beyond any amounts already recorded. The Corporation intends to oppose these matters in their entirety. 
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14. 


15. 


16. 


c) The Corporation self insures against the potential loss of underground assets and for a portion of its liability 
insurance. 


LONG TERM AGREEMENT 


The Corporation has an agreement with Nova Scotia Power Inc. (NSPI) to supply coal, as specified in that agreement, 
until 2010. The parties renegotiate quantities, tolerance on qualities and prices every five years. The current terms 
related to those items expired on December 31, 1999 and are currently being re-negotiated. 


RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created departments, 
agencies and Crown corporations. The Corporation enters into transactions with these entities in the normal 
course of business. In addition to these transactions, the Government of Canada provides appropriations and 
working capital advances to the Corporation. 


The Chairman of the Board of Directors of the Corporation has ownership interests and/or serves on the Board of 
Directors of companies which conduct business with the Corporation. The transactions between these parties 
relate mainly to the transportation of coal. These transactions are within the normal course of business and are 
subject to necessary approval and disclosures which exclude the participation of the Chairman of the Board of 
Directors of the Corporation. 


COMPARATIVE FIGURES 


Certain of the comparative figures in these financial statements have been restated to conform with the current 
presentation. 


- The Corporation adopted the new recommendations of the Canadian Institute of Chartered Accountants on its 


statement of cash flows and implemented the direct method of reporting cash flows. As a result, the statement of 
cash flows for the prior year has been restated in order to disclose the composition of cash flows received or 
payments made by the Corporation through operating, financing and investing activities. Amounts reported in the 
balance sheet and statements of operations and deficit are unaffected by this change. Previously, the indirect 
method was used to report the changes in cash. 
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Cape Breton 
Development 
Corporation 


Year Ended March 31, 2001 


Profile 


The Cape Breton Development Corporation (CBDC) was formed by an Act of Parliament in 1967 and is 
wholly owned by the Government of Canada. Located on Cape Breton Island, Nova Scotia, this Crown 
corporation is the largest coal producer in Eastern Canada. The Corporation operates one colliery with 
fully integrated support facilities for the preparation, storage, and distribution of coal to Canadian 
markets. Coal sales for 2000/01 were 1,127,000 tonnes, and total revenues were $76.9 million. The 
Corporation has a workforce of 575 employees. After intensive efforts to sell the Prince Colliery and its 
other operations, the Corporation will close the mine in the Fall of 2001. On-going efforts to sell the 
surface assets, including the International Pier, Devco Railway and the Coal Lifting and Banking Center, 


continue. 
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CAPE BRETON  SOCIETE DE 
DEVELOPMENT DEVELOPPEMENT 
CORPORATION DU CAP-BRETON 


2001-06-29 


Honourable Ralph Goodale, P.C., M.P. 
Minister of Natural Resources 

21st Floor 

580 Booth Street 

Ottawa, Ontario 

KIA OE4 


Dear Mr. Minister: 


On behalf of the Board of Directors, I am pleased to enclose the Financial State- 
ments and Auditor’s Report for the Corporation for the fiscal year ended March 
31, 2001. This annual report is submitted in accordance with the provisions of the 
Financial Administration Act and the Cape Breton Development Corporation Act. 


Respectfully, 


oseph P. Shannon 
Chairman 


P.O. Box 2500, Sydney, N.S., Canada B1P 6K9_ Tel: (902) 842-2600 Fax: (902) 842-2589 Can da 
C.P. 2500, Sydney, N-E, Canada B1P 6K9_ Tel: (902) 842-2600 Fax: (902) 842-2589 a a 
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YEAR IN REVIEW 


* On June 2, 2000 an arbitration decision was handed down which determined the package to 
address workforce reduction issues as a result of closing Phalen Colliery. The decision in- 
cluded changes to the qualifying criteria for early retirement incentives and improvements to 
severance criteria. 
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* In June, 2000 the Cape Breton Development Corporation Divestiture Authorization and 
Dissolution Act, legislation providing for the sale of assets and the eventual wind-up of the 
Corporation, was approved by Parliament. 


¢ On July 6, 2000 the Corporation announced it had signed a Letter of Intent with Oxbow 
Carbon & Minerals, Inc. (Oxbow) which expressed the parties! intentions to negotiate an asset 
purchase agreement for the sale of CBDC's operating assets. After extensive, but unsuccess- 
ful efforts, the Corporation discontinued negotiations with Oxbow on March 27, 2001. 


¢ The workforce at March 31, 2001 was 575 employees, a reduction of 737 employees during 
the fiscal year. 


¢ Prince Colliery produced close to 1.0 million tonnes from the | North Wall. 


¢ On May 16, 2001 the Government of Canada announced that the Corporation would close 
Prince Colliery in the Fall of 2001 while on-going efforts to sell the surface operations would 
continue. Representatives of CBDC, its four bargaining units and non-unionized employees 
were requested to work on developing a human resources strategy for those employees af- 
fected by this decision. 


FINANCIAL SUMMARY 


$’s in thousands 2001 2000 
Revenue $76,935 $76,142 
Loss from Current Operations $(2,023) $(55,624) 
Capital Expenditures $1,647 $6,205 
Sales (O00’s tonnes) 1,127 940 
Saleable Production (000’s tonnés) 995 662 
Output per person shift (tonnes) 11.3 4.6 
Employees 575 Lod le: 
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PRESIDENT’S OVERVIEW 


The fiscal year 2000/01 and the first quarter of the new fiscal year saw substantial activity 
associated with the mandate set for the Corporation by the Government of Canada in 1999. 


The Corporation entered the year involved in a Joint Planning Committee process under the 
Canada Labour Code to develop an adjustment program for workers affected by the closure of 
the Phalen Colliery. This process concluded with binding arbitration which provided early 
retirement incentives for all employees with 25 years of service, as well as enhanced severance 
packages and medical benefits for the period of severance entitlement. During the year, over 
700 people left the Corporation with more than half of those being awarded early retirement 
incentive packages and the remainder taking the enhanced severance packages. 


In June, 2000, the Cape Breton Development Corporation Divestiture Authorization and 
Dissolution Act was approved by Parliament and received royal assent. This legislation provides 
authority for the Corporation to dispose of its assets through a sale process, and makes provision 
for the eventual wind-up of the Corporation’s affairs. 


Throughout the fiscal year, the Corporation pursued a sale of its operating assets, a process 
which had been initiated the previous year. The intent of the process was to conclude a combined 
sale of the Prince Mine operation along with the surface operations so as to have an ongoing 
coal mining industry. Despite extensive and protracted efforts and due to the many challenging 
issues associated with the assets, it was determined that it would not be possible to conclude a 
sale on terms which would meet the objectives of the Corporation. Accordingly, subsequent to 
year end, the Corporation announced that the sale of assets process involving Prince Mine was 
being discontinued while efforts to sell the surface assets will continue. At the same time, a 
decision was made that the operation of the Prince Mine would be closed in an orderly fashion, 
with such closure being completed not later than the Fall, 2001. Associated with that decision, 
the Corporation immediately entered discussions with the employee representatives regarding 
an appropriate human resource strategy for those employees who will be affected by the decision. 


As we move forward in the current year, activity will be focused on developing and implementing 
a further human resource strategy, conducting a safe and orderly closure of the Prince Mine, 
and achieving a successful sale of the surface assets. 
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I want to acknowledge the efforts of our employees over the past year, and recognize that the 
circumstances in the Corporation are difficult for many of them. I also want to thank the Board of 
Directors for their strong support and decision-making on the many challenging issues which they 
have had to consider. 


An4r--—__. 
Merrill D. Buchanan 
President 
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Financial Review 


Sales for the fiscal year 2000/01 generated revenue of $60.8 million on a volume of 1,127,000 
tonnes. Total production for the fiscal year was 995,000 tonnes, and 132,000 tonnes of coal were 
sold from inventory. Revenues associated with offloading, handling and transportation of imported 
coal through the International Pier and the Devco Railway, and other income contributed an addi- 
tional $16.1 million, resulting in total revenue for the year of $76.9 million. This compares to 
1999/00 total revenue of $76.1 million. 


Cost of product sold was $62.9 million compared to $97.8 million the previous year. The reduction 
relates primarily to the closure of Phalen Colliery and elimination of associated costs. General and 
administrative costs of $7.9 million were comparable to last year. 


On the non-operating cost side, the capital assets of Prince Colliery have been written down by an 
additional $10.5 million. This was based on the May 16, 2001, announcement by the Government 
of Canada that mining operations will cease at Prince Colliery in the Fall, 2001. The potential 
impact of this announcement on a Human Resource Strategy has not been reflected in the financial 
statements as the final cost will not be known until the Corporation and employee representatives 
complete the development of a workforce adjustment package. 


Workers’ Compensation and employee future benefits includes the cost of benefits specified and 
administered by the Workers’ Compensation Board of Nova Scotia, and pension costs for the year. 
These costs are determined on the basis of actuarial valuations. 


The loss for the year was $36.1 million. The Government of Canada provided parliamentary appro- 
priations in the amount of $64.9 million to cover the loss for the year, capital expenditures, and 
payment of liabilities incurred in earlier years. 


The activities of the Corporation in the year were financed principally from government funding 
received during the fiscal year totaling $84.1 million. Of this, $22.0 million was carried over as a 
receivable from the previous year, and $2.8 million of this year’s appropriation was carried over 
into next year. The net receipt of working capital advances for 2000/01 was $10.0 million. The 
Corporation also received payments of $47.5 million from customers. The Corporation paid $67.3 
million to suppliers and employees, $70.3 million for early retirements, restructuring and pensions, 
and $1.6 million for the purchase of capital assets. 
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Six Year Statistical Summary 


Financial (millions of dollars) 2001 


Revenue 

Profit (Loss) from Current Operations 
Loss for the Year 

Capital Expenditures 

Government Appropriation 


Sales (000’s tonnes) 
Nova Scotia Power 
Export 

Other Domestic 
Total 


Saleable Production 
Tonnes (000’s) 
Output/Manshift (Tonnes) 


Employees (Total) 


2000 1998 


Sales Revenue (millions of dollars) Profit (Loss) from Current Operations Capital Expenditures 
(millions of dollars) (millions of dollars) 
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Human Resources 


The workforce at March 31, 2001 was 575 employees, a reduction of 737 employees during the 
fiscal year. Early retirement and severance packages accounted for the majority of the reductions, 
with normal attrition making up the remainder. 


The programs implemented as a result of the January 28, 1999 announcement by the Federal Gov- 
ernment regarding the future of the Corporation concluded on December 31, 2000. An arbitrator’s 
decision concerning the group termination of employment at CBDC rendered on June 2, 2000 
resulted in an additional 244 employees qualifying for an early retirement package. Three hundred 
thirty-five employees accepted a voluntary enhanced severance package. The employees taking 
severance were also eligible to receive a $12,000 education/relocation allowance. 


Financial counselling sessions continued to be made available to all employees through an inde- 
pendent financial accounting firm. Employees were encouraged to attend both group and indi- 
vidual sessions. Those who took advantage of the counselling found the sessions beneficial in 
organizing their financial affairs and budgeting for the future. 


The two Career Opportunity Centers, established to assist former employees in seeking alternate 
employment, completed their first year and are proving to be very beneficial. Former employees 
are assisted with services such as career assessment, resume writing, interviewing practice and job 
finding techniques. In addition, the Centers offer access to a wide range of office support and 
equipment including fax machines, photocopiers, and computer (internet) equipment. By March 
31, 2001, 147 former employees found new employment; 18 accepted part-time positions; 128 
enrolled in long-term training (university/technical), GED programs and technical math; and over 
775 completed customized training programs. 


An active Employee Assistance Program has been, and continues to be, available to employees and 
their families. The Corporation is strongly committed to this program and the assistance it provides 
to employees during this period of change. 


On May 16, 2001 a decision was announced that the operation of Prince Mine would be closed in 
an orderly fashion. Representatives of the Corporation, its four bargaining units and non-unionized 
employees were requested to discuss an appropriate human resources strategy for the employees 
affected by the decision. Several meetings have already been held in this regard. 
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Pension Plans 


The Corporation is the administrator of two registered pension plans on behalf of the employees of 
the Corporation. The plans are registered for purposes of the Pension Benefits Standards Act, 1985 
and the Income Tax Act. The plans consist of a contributory and a non-contributory plan. Both 
plans are defined benefit plans with the benefits generally based on employees’ length of service 
and, in the case of the contributory plan, on the amount of career earnings. 


The Non-Contributory Plan remained in a surplus position this year and continues to be fully funded 
on both a going concern and wind-up basis. The return on investments was favourable for the year, 
with a significant benefit having been achieved from the revised asset-mix strategy initiated last 
year. The total asset value was reduced due to payout of a number of commuted values during the 
year. The Contributory Plan had similar results for the year and remains in a favourable surplus 
position. 


With the planned closure of Prince Colliery and the expected sale of Surface Operations, it is 
considered likely that both pension plans will move to wind-up during the year 2002. For this 
reason, additional provisions were made to the actuarially valued obligations for the cost of annuity 
acquisitions. This had the effect of reducing the surplus positions compared to last year. 


As the announced reduction in the Corporation’s workforce occurs, partial plan terminations have 
been triggered for these plans. This process is a formal event under the Pension Benefits Standards 
Act, 1985 and is reviewed and approved by the Office of the Superintendent of Financial Institu- 
tions. All employees involved in a partial plan termination are treated as having their accrued 
pension benefits fully vested. This means that there is no loss of benefits earned by membership in 
the plans up to the time employment ceases. It is important to note that the financial security of the 
pension benefits remains unchanged. 


Non-Contributory Pension Plan Funded Position 
(millions of dollars) 


300 
250 
200 
oe Assets 
150 
Liabilities 


HOS | ILS | HE | 1998 | ogg | 2000 2001 


$ millions 
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Board of Directors Role and Responsibilities 


The Board of Directors of the Cape Breton Development Corporation is responsible for the man- 
agement of the business and affairs of the Corporation. The President is the chief executive officer 
of the Corporation and has, on behalf of the Board, the direction and control of the business. The 
Board’s main responsibilities are to: 

* approve the Corporation’s strategic direction and corporate plan; 

¢ approve the operating and capital budgets; 

* monitor corporate performance; 

* make, amend or repeal any by-laws that regulate the business or affairs of the Corporation; 


¢ ensure that proper financial management practices and control systems are maintained; and 


* approve the annual financial statements. 


Board/Committee Structure 


The Board of Directors is comprised of the Chairman, the President and C.E.O., and five other 
directors. The Chairman and the President are appointed by the Governor in Council, after consul- 
tation with the Lieutenant Governor in Council of Nova Scotia. The other directors are appointed 
by the Minister with the approval of the Governor in Council. Two of these other directors are 
appointed on the recommendation of the Lieutenant Governor in Council of Nova Scotia. 


The Board of Directors holds meetings as required throughout the year to perform its responsibili- 
ties. During the 2000/01 fiscal year, the Board held six meetings. To fulfill some of its responsibili- 
ties and to assist the Board in making decisions, the Board has formed three committees. These 
committees and the responsibilities of each are as follows: 


Audit Committee 


* considers the audit plans of the Corporation’s external auditor; 


* reviews the Corporation’s annual audited financial statements and recommends on approval of 
these statements and on acceptance of the auditor’s report by the Board; 


* oversees internal audit of the Corporation; and 


* reviews and advises the Board on the plan and report of any Special Examination of the Corpo- 
ration. 


10 Cape Breton Development Corporation Annual Report - 2000/2001 


Environment Committee 


* develops and recommends, for Board approval, an overall Environmental Management Plan for 
the Corporation which will establish policies and objectives to ensure compliance with all ap- 
plicable environmental laws; 


* reviews management’s action plans and budgets for dealing with environmental issues during 
the year; 


¢ discusses, investigates and monitors the main categories of applicable environmental risks and 
consequences relevant to the Corporation’s circumstances; and 


* ensures that the Board is informed on all significant environmental issues affecting the Corpo- 
ration. 


Pension Fund Investment Committee 

¢ develops and, from time to time, amends the statements of investment policies and goals for the 
pension funds; 

* monitors the investment returns and performance of the fund managers; 


* recommends to the Board on the engaging of professional advisors such as consulting actuar- 
ies, plan trustees, investment managers, and such other experts as may be required to prudently 
handle investment functions; and 


¢ inconsultation with the Pension Board, makes recommendations to the Board of Directors on 
proposed pension plan amendments. 
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FINANCIAL REPORTING 


The accompanying financial statements of the Cape Breton Development Corporation and all information in 
this report are the responsibility of management and have been approved by the Board of Directors. The 
financial statements include some amounts that are necessarily based on management's best estimates and 
judgement. 


The financial statements have been prepared by management in accordance with Canadian generally ac- 
cepted accounting principles. Financial information presented elsewhere in the annual report is consistent 
with that contained in the financial statements. 


In discharging its responsibility for the integrity and fairness of the financial statements, management main- 
tains financial and management control systems and practices designed to provide reasonable assurance that 
transactions are authorized, assets are safeguarded and proper records are maintained in accordance with the 
Financial Administration Act and regulations as well as the Cape Breton Development Corporation Act, the 
Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and by-laws of the 
Corporation. The system of internal controls is augmented by Internal Audit which conducts periodic re- 
views of different aspects of the Corporation's operations. In addition, the internal and external auditors 
have ready access to the Audit Committee of the Board, which oversees management's responsibilities for 
maintaining adequate control systems and the quality of financial reporting. 


These financial statements have been independently examined by the Corporation's auditor, the Auditor 
General of Canada, and her report is included herein. 


Anar-—. a 
Merrill D. Buchanan, CA s Jewett, CMA 
President Senior Financial Officer 


AUDIT COMMITTEE REPORT 


The Audit Committee oversees the financial reporting process on behalf of the Board of Directors. In order 
to carry out this responsibility, the Committee, composed entirely of directors independent of management, 
meets at least twice a year to review the Corporation's financial statements and recommend their approval to 
the Board of Directors. The Audit Committee also reviews any reports prepared by the Corporation's inter- 
nal and external auditors relating to its accounting policies and procedures, as well as its internal controls. 
The Committee meets independently with management and auditors to review the involvement of each in 
the financial reporting process. These meetings are designed to facilitate any private communication with 
the Committee desired by each party. 


dseph M. MacMullen, FCA 
Chairman of the Audit Committee 
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AUDITOR’S REPORT AND FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2001 
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YEAR ENDED MARCH 31, 2001 


AUDITOR GENERAL OF CANADA VERIFICATEUR GENERAL DU CANADA 


AUDITOR'S REPORT 


To the Minister of Natural Resources 


| have audited the balance sheet of Cape Breton Development Corporation as at March 31, 2001 
and the statements of operations and deficit and cash flows for the year then ended. These 
financial statements are the responsibility of the Corporation's management. My responsibility is to 
express an opinion on these financial statements based on my audit. 


| conducted my audit in accordance with Canadian generally accepted auditing standards. Those 
standards require that | plan and perform an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and _ significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 


In my opinion, these financial statements present fairly, in all material respects, the financial 
position of the Corporation as at March 31, 2001 and the results of its operations and its cash 
flows for the year then ended in accordance with Canadian generally accepted accounting 
principles. As required by the Financial Administration Act, | report that, in my opinion, these 
principles have been applied on a basis consistent with that of the preceding year. 


Further, in my opinion, the transactions of the Corporation that have come to my notice during my 
audit of the financial statements have, in all significant respects, been in accordance with Part X of 
the Financial Administration Act and regulations, the Cape Breton Development Corporation Act, 
the Cape Breton Development Corporation Divestiture Authorization and Dissolution Act and the 
by-laws of the Corporation. 


RS Tne 
ohn Wiersema, C 


Assistant Auditor General 
for the Auditor General of Canada 


Ottawa, Canada 
May 25, 2001 
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STATEMENT OF OPERATIONS AND DEFICIT 
YEAR ENDED MARCH 31, 2001 (in thousands of dollars) 


Revenue 

Expenses 
Cost of product sold 
External freight 


General and administrative 
Amortization 


Loss from current operations 
Deduct 
Workers’ compensation, pensions and 
employee future benefits (Notes 6, 7 and 9) 


Write-down of capital assets (Note 5) 
Early retirement and restructuring (Note 8) 


Loss before taxes 
Corporate taxes (Note 11) 


Loss for the year 

Government funding: 

Parliamentary appropriation to fund cash requirements (Note 12) 
Net profit (loss) after government funding 

Deficit, beginning of year 


Deficit, end of year 


See accompanying notes to the financial statements. 
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34,053 


(36,076) 
41 


(36,117) 


64,906 
28,789 
483,923 


$ 455,134 


2000 

$ 76,142 
O7;82) 

Sit 

Telos 

= 25.677 


131.766 


(55,624) 


22,345 
70,836 
pam hts 


(148,805) 


1.148 


(149,953) 


2 73,000 
Ci15953) 
ce AL, 


$483,923 


BALANCE SHEET 
AS AT MARCH 31, 2001 (in thousands of dollars) 


Assets 
Current assets 

Cash 
Accounts receivable, net (Note 4) 
Parliamentary appropriation receivable (Note 12) 
Inventories 

Coal 

Operating materials and supplies 


Capital assets (Note 5) 
Accrued pension asset (Note 6) 


Liabilities 
Current liabilities 
Accounts payable and accruals 
Working capital advances (Note 12) 
Corporate taxes payable (Note 11) 
Current portion of long-term accrued obligations (Notes 7, 8, 9 and 10) 


Accrued obligation for early retirement and restructuring (Note 8) 
Accrued obligation for workers' compensation (Note 9) 

Accrued obligation for environmental costs (Note 10) 

Accrued obligation for other employee future benefits (Note 7) 


Deficit 


Deficit of Canada 


Future of the Corporation (Note 2) 
Commitments and contingencies (Note 13) 
See accompanying notes to the financial statements. 


Approved on behalf of the Board 


Lari 


Fr a RRCT i ee an RE rae Director 
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STATEMENT OF CASH FLOWS 
YEAR ENDED MARCH 31, 2001 (in thousands of dollars) 


Cash flows from: 
Operating activities: 

Cash receipts from customers 

Government funding received 

Cash paid to suppliers and employees 

Cash paid for early retirements, restructuring and pensions 
Financing activities: 

Receipt (repayment) of working capital advances 
Investing activities: 

Purchase of capital assets 
Increase (decrease) in cash 
Cash, beginning of year 


Cash, end of year 


See accompanying notes to the financial statements. 
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$ 47,452 


84,075 
(67,271) 


70,318 
(6,062) 


10,000 


(1,647) 


2,291 


397 


$ 5,688 


2000 


$ 86,330 
56,000 
(95,086) 
(37,124) 
10,120 


(12,338) 


NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2001 (in thousands of dollars) 


a; 


AUTHORITY AND OBJECTIVES 


The Corporation was established in 1967 for the purpose of reorganizing and rehabilitating the coal industry on 
Cape Breton Island, pursuant to the Cape Breton Development Corporation Act. 


The Corporation, an agent of Her Majesty, is listed as a Schedule II, Part I, corporation for purposes of the 
Financial Administration Act. The Corporation is carrying out restructuring activities as outlined in Corporate 
Plans approved by the Governor in Council. The Government of Canada is providing funding support for these 
activities by means of annual appropriations. The Corporation is economically dependent on the Government of 
Canada. 


Repayable advances from the Government of Canada are also provided for working capital purposes to a limit of 
$50,000, as provided for in the Cape Breton Development Corporation Act. 


The Corporation is subject to provisions of the Income Tax Act. 


FUTURE OF THE CORPORATION 


In 2000, the Cape Breton Development Corporation Divestiture and Dissolution Act was proclaimed. This Act 
provides for the sale of assets, winding up of the affairs of the Corporation and its eventual dissolution on a date to 
be fixed by the Governor in Council. 


As aresult of a January 1999 decision made by the Government of Canada, the Corporation initiated a process to 
sell all of the Corporation’s operations. On May 16, 2001, the Government of Canada announced that it could not 
find a suitable buyer for Prince Colliery. As a result, development activities for the 10 East wall stopped. The 
Corporation plans to cease operations at Prince Colliery after completing production of the | North wall which is 
expected no later than the Fall 2001. Prince Colliery will then be closed. 


The Corporation is continuing efforts to sell the International Pier, the Devco Railway and the Coal/Lifting and 
Banking Centre. 


These financial statements reflect the impact of decisions to restructure, close and sell assets to the extent that 
such decisions were made by March 31, 2001, and their impact can be reasonably determined. These statements 
reflect management’s best estimates of the costs associated with the January 1999 decision. In addition, assets 
have been valued to reflect the change in their estimated value as a result of the May 2001 announcement. How- 
ever, the human resource costs associated with the May 2001 decision are not reflected in these financial state- 
ments because the Corporation and employee representatives are in the process of developing an appropriate 
human resource strategy. These costs will be reflected in the financial statements when an amount is reasonably 
determinable, expected to be in 2001-02. 


ACCOUNTING POLICIES 


These financial statements have been prepared by management in accordance with Canadian generally accepted 
accounting principles. The significant accounting policies described below are appropriate under the current 


circumstances. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2001 (in thousands of dollars) 


a) 


b) 


Cc) 


e) 


Management Estimates 

The preparation of financial statements in conformity with Canadian generally accepted accounting princi- 
ples requires management to make estimates and assumptions that affect the reported amount of assets, liabili- 
ties, revenues, expenses and the disclosure of contingent liabilities at the date of the financial statements. 
Despite the use of the Corporation's best estimates, it is reasonably possible that the amounts related to the 
accrued obligation for workers' compensation, capital assets, the accrued pension asset, the accrued obliga- 
tion for early retirement and restructuring, and the accrued obligation for environmental costs could change 
materially in the near term. 


Parliamentary Appropriations 


Parliamentary appropriations provided for operating expenditures are recorded on the statement of operations 
in the year approved. 


Fair Values 
The fair values of financial instruments are determined as follows: 
¢ Accrued pension asset — using an actuarial valuation. 


* Current portion of accrued obligations - using cash flows of estimated future payments without 
discounting. 


¢ Accrued obligation for early retirement and restructuring - using discounted cash flows of estimated 
future payments for early retirements, based on current interest rates. The component for standby main- 


tenance is based on estimated future net cash flows, without discounting. 


° Accrued obligation for other employee future benefits - using discounted cash flows of estimated future 
payments, based on current interest rates. 


* Accrued obligation for environmental costs - using estimated future payments, with discounting where 
applicable. 


¢ Workers' compensation benefits - using an actuarial valuation. 
Inventories 
Coal is valued at the lower of full cost and estimated net realizable value, based on net contract price. 


Operating materials and supplies are valued at the lower of cost, determined on a weighted-average basis, and 
net realizable value. 


Capital Assets 
Capital assets are valued at the lower of cost less accumulated amortization and the estimated net recoverable 


amount. The Corporation has provided amortization on its capital assets based on their estimated remaining 
useful lives, using the straight-line method of calculation, as follows: 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2001 (in thousands of dollars) 


f) 


g) 


h) 


Prince Colliery 2-10 years 
Devco Railway 4-15 years 
Other assets 4-20) years 


Employee Future Benefits 


The Corporation accrues its obligations under employee benefit plans and the related costs, net of plan assets, 
as the benefits accrue to employees. The Corporation has adopted the following policies: 


* The cost of pensions is actuarially determined using the projected benefits method pro rated on service 
and management's best estimate of expected plan investment performance, salary escalation, and retire- 
ment ages of employees. For the purposes of calculating the expected return on plan assets, those assets 
are valued at fair value. The discount rate used to calculate the interest cost on the accrued benefit 
obligation is the long-term market rate at the measurement date. Current service pension costs are in- 
cluded in the cost of product sold. These costs include adjustments arising from actuarial gains and losses 
amortized over the estimated average remaining service period of active employees. 


¢ The cost of other employee future benefits is estimated based on management's best estimate of inflation 
rates for health and related benefits, usage rates and mortality rates. The portion of the liability related to 
a life insurance benefit to retirees over the age of 65 is actuarially determined. The cost of these other 
employee future benefits is included in workers' compensation, pensions and employee future benefits. 
Management recognizes changes in the net present value of these liabilities from the original estimate 
based on the results of actual experience. 


Accrued Obligation for Early Retirement and Restructuring 


The Corporation recognizes the net present value of liabilities for early retirement incentives, severance, and 
education and relocation allowances related to workforce reductions when the decision has been approved by 
the Government of Canada and an estimate of the anticipated future costs can be reasonably determined. In 
addition, the Corporation recognizes estimated future costs associated with standby maintenance of non- 
operating assets when no future economic benefit is expected. 


The Corporation recognizes changes in the net present value of this liability from the original estimate, based 
on the results of actual experience and changes in management’s assumptions. 


Accrued Obligation for Workers' Compensation 


The Corporation recognizes the actuarially determined net present value of liabilities for benefits for work- 
related injuries of current and former employees when awards are approved by the Workers' Compensation 
Board of Nova Scotia, or legislative amendments are made and the anticipated future costs can be reasonably 
calculated. No amount is recognized for future administrative costs. 

Management recognizes changes in the net present value of this liability, based on updated actuarial estimates 
of future costs as a result of actual experience and changes in actuarial assumptions. Adjustments arising from 
actuarial gains and losses are recognized in the year in which they occur. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2001 (in thousands of dollars) 


i) Accrued Obligation for Environmental Costs 
The Corporation records anticipated future environmental costs based on management's best estimate of the 
cost of complying with its interpretation of the requirements of appropriate environmental laws and regula- 


tions. These costs exclude any future salvage value that may be realized in carrying out these environmental 
actions. Amounts are discounted where future ongoing payments are anticipated. 


4. ACCOUNTS RECEIVABLE, NET 


Accounts receivable, net are comprised of the following: 


2001 2000 

Nova Scotia Power Inc. (NSPI), net $ 32,383 $ 3,654 
Corporate taxes receivable, net 805 - 
Miscellaneous receivables, net 417 468 
$ 33,605 $ AL DD 


The Corporation sells substantially all of its coal production to NSPI under the provision of a long term agreement 
(see also Note 14). 


5. CAPITAL ASSETS 


2001 2000 
Accumulated Accumulated 
Adjusted Amortization Net Adjusted Amortization Net 
Cost and Write- Book Cost — and Write- Book 
Base Downs Value Base Downs Value 
Prince Colliery $ 172,739 $ 170,539 $ 2,200 © 171.099 S 153,850" 3. 177249 
Phalen Colliery 286,791 286,791 - 286,791 286,791 - 
Donkin-Morien 
Development Project 80,679 80,679 - 80,679 80,679 - 
Coal Preparation Plant 111,933 111,933 - e933 111,933 - 
Devco Railway 95,252 85,162 10,090 OS ay 84,028 MEZA 
Other assets 66,961 66,161 800 66,955 {OSS 800 


$ 814,355 $ 801,265 $ 13,090 $ 812.709. $ 783,436) “5 29:273 


Prince Colliery assets have been written down by $10,511 reflecting the May 16, 2001 announcement to cease 
mining operations by the Fall of 2001. 


6. PENSIONS 


The Corporation maintains defined benefit pension plans on behalf of employees of the Corporation. There are 
two major plans, consisting of a contributory and non-contributory plan. Benefits generally are based on employ- 
ees' length of service and rate of pay. The present value of pension plan benefits and current pension expense are 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2001 (in thousands of dollars) 


independently determined by the Corporation's actuary based on assumptions provided by management. The 
determination of pension expense and the valuation of the accrued pension asset could be significantly different 
if the key assumptions provided by management vary from those planned. 


The significant actuarial assumptions adopted in measuring the Corporation's pension obligations are a discount 
rate of 6% (2000 — 6%) and an expected long-term rate of return on plan assets of 6% (2000 — 6%). The total 
pension expense for the year for both plans is $7,211 (2000 — $2,312). The current service portion of $2,912 
(2000 — $4,195) is included in the cost of product sold. The valuation allowance is $21,058 (2000 — $3,674). 


The Corporation's pension asset and obligations for the Non-Contributory Pension Plan as at March 31 consist of: 


2001 2000 
Pension fund assets (fair value) $ 289,737 $ 299,329 
Pension obligations (actuarial value) 276,733 267,782 
Surplus $ 13,004 $531,547 
Accrued pension asset, net of valuation allowance $ 9,956 $ 8.905 


Pension contributions - employer $ - $ . 
Pension expense (income) $ (1,051) $ 4,697 
Benefits paid $ §©=—- 23,870 $ 23,598 


Determination of pension expense (income) for the year is calculated as: 


2001 2000 
Current serivce cost $ 1,458 $ Sel 
Interest on pension obligations 17,960 15,472 
Return on fund assets (17,222) (16,261) 
Amortization of (gains) losses (10,630) 36 
Change in valuation allowance 7,383 3,639 
Pension expense (income) $ (1,051) $ 4,697 


The Corporation's pension asset and obligations for the Contributory Plan as at March 31 consist of: 


2001 2000 
Pension fund assets (fair value) TSA Smee OF, 
Pension obligations (actuarial value) 63,280 57,142 
Surplus $12,012 $- 18.155 
Accrued pension asset, net of valuation allowance $ 3,470 SL 
Pension contributions - employer $ - $ - 
Pension contributions - employee $ 617 $ 950 
Pension expense (income) $ 8,262 $ (2,385) 
Benefits paid $ 4,107 po 25106 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2001 (in thousands of dollars) 


Determination of pension expense (income) for the year is calculated as: 


2001 2000 
Current service cost $ 1,454 $ 2,386 
Interest on pension obligations 3,930 S260 
Return on fund assets (4,428) (3,915) 
Amortization of (gains) losses (2,694) 240 
Change in valuation allowance 10,000 (4,363) 
Pension expense (income) $ 8,262 5. (2,385) 


In addition to the two Corporation pension plans, certain employees are covered by the Public Service Superan- 
nuation Plan administered by the Government of Canada. Contributions to the Plan are required from both the 
employee and the Corporation. Contributions with respect to current service are expensed in the current period. 
Contributions with respect to past service benefits are expensed when paid. The Corporation is not required under 
present legislation to make contributions with respect to actuarial deficiencies of the Public Service Superannua- 
tion Account. 


Contributions to the Public Service Superannuation Plan consisted of: 


2001 2000 
Contributions by the Corporation $ 543 $ 454 
Contributions by employees $ 261 $ 368 


OTHER EMPLOYEE FUTURE BENEFITS 


The Corporation provides health care, life insurance and related benefits to recipients of the Corporation's Com- 
passionate Disability pension to age 65 and a life insurance benefit to retirees over the age of 65. The present 
value of these unfunded benefit plans is determined on the basis of management assumptions. 


The significant management assumptions adopted in the calculation of the liability include interest rates for dis- 
count factors of 6%, health and other benefit price indexation of 8%, and mortality rates. The liability could be 
materially different if assumptions on which the estimate is based vary significantly in future years. The statement 
of operations includes a charge of $58 (2000 - $782) in workers' compensation, pensions and employee future 
benefits for the cost of these benefits in the year and changes in management's estimates. Management's estimate 
for the liabilities associated with other employee future benefits at March 31 is: 


2001 2000 
Other employee future benefits $ 8,509 $ 8,933 
Less: current portion 586 aA 
Non-current portion $ 7,923 ot ool 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2001 (in thousands of dollars) 


8. 


ACCRUED OBLIGATION FOR EARLY RETIREMENT AND RESTRUCTURING 


This accrued obligation consists of estimates of the cost of early retirement and restructuring initiatives when 
approval of such decisions is obtained. Components included are early retirement payments, cost of expected 
benefits, severances and re-education allowances. The early retirement payments and benefit costs are calculated 
using the net present value (at 6% interest rate) of anticipated future cash flows. All other amounts are recorded 
without discounting. Changes to these estimates based on actual experience are recognized in the statement of 
operations and deficit. 


Management made significant assumptions in preparing estimates of this accrued obligation, including: interest 
rates for discount factors and price indexation for the non-current portion of the liability; planned date of em- 
ployee reductions; Canada Pension disability award rates; health and other benefit price indexation; and the number 
of reductions. The estimate of liabilities, based on the above, could be significantly different if the key assump- 
tions used by management for major determinants of the estimate vary from those planned. Management recog- 
nizes changes in this liability from the original estimate based on updated assumptions and actual experience. The 
statement of operations includes a charge of $4,827 for the actual experience and interest charges on existing 
programs, and changes in management's estimate. The charge in 2000 of $70,836 included an additional amount 
of $53,861 to the 1999 adjustment package, covering further measures awarded by arbitration under a Joint Plan- 
ning Committee process. Management's estimate for the liabilities associated with early retirement and restruc- 
turing at March 31 is: 


2001 2000 

Human resource strategy (1999) $ 142,042 $ 174,903 
Human resource strategy (1996) 64,392 TAA 
Lingan Colliery closure 14,163 [zz 
Other early retirement incentives 12,935 14,096 
Standby maintenance - ZO ih 
233,532 282,881 

Less: current portion 20,610 47,223 
Non-current portion $ 212,922 $ 235,658 


This liability does not reflect the impacts of the May 16, 2001 decision to cease mining operations at Prince. 


ACCRUED OBLIGATION FOR WORKERS’ COMPENSATON 


The Corporation's accrued obligation for workers' compensation represents the unfunded liability for the costs of 
benefits specified and administered by the Workers' Compensation Board of Nova Scotia for work-related injuries 
of current and former employees. The actuarially determined liability consists of: long-term disability permanent 
awards in respect of approved awards and incidents incurred but not yet administered as claims; survivor benefits, 
comprised mainly of pension payments for past claims; and other costs consisting mainly of temporary compen- 
sation, rehabilitation and medical aid in respect of past claims. These amounts are presented on a net present 
value basis, excluding future administration costs. The actuary used assumptions, provided by management, in 
the calculation of the liability including: inflation rates, interest rates, mortality rates and aggregate claim projec- 
tions for incidents which have occurred. The actuarial liability could be materially different if assumptions on 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2001 (in thousands of dollars) 


10. 


which the valuation is based vary significantly in future years. Management recognizes changes in the liability 
based on extrapolation of actuarial results and recognizes adjustments arising from actuarial gains and losses in 
the year in which they occur. The statement of operations includes a charge of $17,687 (2000 - $26,788) for the 
cost of accidents that occurred in the year, interest charges on the workers' compensation obligation, administra- 
tion costs, and changes in actuarial assumptions. The current service portion of $3,329 (2000 - $3,342) is in- 
cluded in the cost of product sold. 


The Corporation's workers’ compensation costs and obligations at March 31 consist of: 


2001 2000 
Workers' compensation obligations (actuarial value) $ 146,869 WARS IT 
Less: current portion _ 8,529 6,271 
Non-current portion $ 138,340 $ 141,900 
Workers' compensation expense $ 17,687 $ 26,788 
Workers' compensation payments $ 18,989 $ 17,609 


ACCRUED OBLIGATION FOR ENVIRONMENTAL COSTS 


The Corporation has recorded its best estimate of anticipated future costs of environmental issues related to the 
decision on the future of the Corporation including: building demolition, clean-up, earthworks, water treatment 
and other reclamation works. This provision is based on management's best estimate of the cost of complying 
with its interpretation of the requirements of appropriate environmental laws and regulations. 


In 1999, the Corporation engaged environmental consultants to assess its anticipated future environmental costs. 
The consultants prepared a range of estimates based on varying assumptions from a low of $72,000 to a high of 
$158,000. In 1998/99 the Corporation recorded its best estimate of the lability of $110,000. Implementation of 
activities that form the basis of this best estimate will require the development of a formal plan and subsequent 
approval and funding from the Government of Canada. 


The estimate of the liability is based on significant assumptions made by management reflecting the announced 
future direction of the Corporation, including: definition of appropriate legislation, regulations and industry prac- 
tice: likely action required to meet the appropriate legislation, regulations and industry practice; approval and 
funding from the Government of Canada; the nature and extent of past and present environmental concerns; the 
extent of actions necessary to deal with long-term management of mine water; the extent of remediation required 
at the Victoria Junction Coal Preparation Plant; and discount rates used. Such estimates are subject to adjustment 
based on changes in laws and regulations and as new information becomes available. The estimate of the liability 
based on the above could be significantly different if the key assumptions used by management for determination 
of the estimate vary from those planned. 
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NOTES TO THE FINANCIAL STATEMENTS 
YEAR ENDED MARCH 31, 2001 (in thousands of dollars) 


11 


12 


13 


The liability at March 31 is: 


2001 2000 

Building demolition $ 7,980 0) 7,980 
Clean-up 4,930 4,945 
Earthworks 71,697 Ta 
Water treatment 9,947 10,000 
Other reclamation 14,965 15,000 
109,519 109,636 

Less: current portion 2,870 700 
Non-current portion $ 106,649 $ 108,936 


Included in the above amount is $8,900 (2000 - $8,900) calculated using the net present value (at 4% interest rate) 
of anticipated future cash flows. All other amounts are recorded without discounting. 


CORPORATE TAXES 


The Corporation is subject to Part I Tax on income from a business and the Large Corporations Tax. The Corpo- 
ration is not subject to the Nova Scotia Tax on Large Corporations. The application of a loss carryback for the year 
ended March 31, 2001 resulted in a recovery of Part I Tax related to the year ended March:31, 2000. 


The corporate tax expense of $41 (2000 - $1,148) relates to Large Corporations Tax for the year 2001. 


GOVERNMENT FUNDING 


During 2000/01, the Government of Canada provided the Corporation with an appropriation of $64,906 (2000 - 
$78,000) approved by the Parliament of Canada to fund cash operating losses in the current year and to meet 
restructuring and other liabilities recognized in prior years. Of the total appropriation, $62,075 was received 
during the year and $2,831 has been recorded as parliamentary appropriation receivable. 


As at March 31, 2001, working capital advances were $10,000. Working capital advances are provided by the 
Government of Canada, based on cash flow requirements. The advances bear interest at the Crown corporation 
borrowing rate for terms of one year or less and are repayable within one year. The effective rate of interest during 
the year was 5.6%. 


COMMITMENTS AND CONTINGENCIES 


a) The Corporation has an operating lease for office space in the General Mining Building where it maintains its 
administrative offices. The lease is for a twenty year period ending in 2004. The annual lease payments 
fluctuate with changes in the lessor's mortgage interest rates. Current minimum annual lease payments are 
$1,198 at an interest rate of 7.9% (2000 - $1,198 at 7.9%). 
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14. 


15 


b) Inthe ordinary course of business, various claims and lawsuits have been brought against the Corporation. It is the 
opinion of management that the settlement of these actions will not result in any material liabilities beyond any 
amounts already recorded. The Corporation intends to oppose these matters in their entirety. 


c) The Corporation self insures against the potential loss of underground assets and for a portion of its liability 
insurance. 


LONG-TERM AGREEMENT 


The Corporation has a long-term agreement to supply coal to Nova Scotia Power Inc. Subsequent to year end, the 
agreement was amended to establish price, quantity, quality and to change termination provisions. The price is fixed 
to December 31, 2002. Quantity and quality are fixed to the end of the agreement which is now no later than December 
BA: 2009; 


RELATED PARTY TRANSACTIONS 


The Corporation is related in terms of common ownership to all Government of Canada created departments, agencies 
and Crown corporations. The Corporation enters into transactions with these entities in the normal course of business. 
In addition to these transactions, the Government of Canada provides appropriations and working capital advances to 
the Corporation. 


The Chairman of the Board of Directors of the Corporation has ownership interests and/or serves on the Board of 
Directors of companies which conduct business with the Corporation. The transactions between these parties relate 
mainly to the transportation of coal. These transactions are within the normal course of business and are subject to 
necessary approval and disclosures which exclude the participation of the Chairman of the Board of Directors of the 
Corporation. 
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